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REVISION         ATTACHMENT 4.11-A 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITIY ACT 
 

   State:  WASHINGTON     
    

TN# 04-009 Approval Date: 11/1/04 Effective Date: 7/1/04 
Supercedes 
TN# 01-015 

 
The standards specified in paragraphs (a) and (b) on Page 42 of the Plan are as follows: 
 
 A. General Hospitals  Revised Code of Washington Chapter 70.41 
 

 Surveys are conducted in accordance with the Interagency Agreement between the 
Department of Social and Health Services (DSHS) and the Department of Health (DOH). 

 
 At the request of and funded by Medicare as specified in the Annual Budget Call Letter, 

DOH’s Facilities and Services Licensing Division conducts surveys of facilities 
participating in Washington State’s Medicaid and Medicare programs. The surveys satisfy 
Medicare requirements as to survey frequency, content, scope, and documentation, and 
meet the standards and conditions of participation for contracted hospitals in both 
Medicare and Medicaid programs established by 42 CFR 482. 

 
 The Facilities and Services Licensing Division conducts Medicare and Medicaid 

qualifying surveys on a schedule that meets criteria established by the Centers for 
Medicare and Medicaid Services (CMS). 

 
 Other agents having deemed status from CMS for performing Medicare hospital surveys, 

such as the Joint Commission on Accreditations of Healthcare Organizations (JCAHO) 
are deemed agents for Medicare surveys. 

 
 B. Skilled Nursing Facilities Revised Code of Washington Chapter 18.20 
         and Chapter 18.51 
 
 C. Intermediate Care Facilities Revised Code of Washington Chapter 18.51 
 

D. State Hospitals for the Mentally 
Ill    Revised Code of Washington Chapter 72.23 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



REVISION:   ATTACHMENT 4.14-B 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

STATE                                    WASHINGTON   
 
 

TN# 90-25 Approval Date: 4-2-91 Effective Date: 1-1-91 
Supersedes 
TN# 84-4 

Utilization review plan for Nursing Facilities (NF) and Intermediate Care Facility-Mentally Retarded 
(ICF-MR) 
 
1. Aging and Adult Services Administration (AASA) is responsible for Utilization Review in Nursing 

Facilities. 
 
2. Developmental Disabilities shall conduct the Utilization Review of Mentally retarded patients in 

ICF-MR designated facilities. 
 



REVISION:   ATTACHMENT 4.16-A 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 
 

TN# 90-25 Approval Date: 4-2-91 Effective Date: 1-1-91 
Supersedes 
TN# 74-19 

Description of Cooperative Agreements Between the State Department of Health and the State 
Department of Social and Health Services. 
 
The Title V grantee is within the Department of Health. Mutual obligations, respective responsibilities and 
working relationships are defined. The primary objective is improved provision of care for pregnant 
women, infants and children and maximum utilization of Maternal and Child Health programs using 
available resources to best advantage. Provision is made for payment for allowable services provided to 
children eligible under the Title XIX program, and for a liaison committee of representatives from each 
organization. Services which are provided are enumerated in the agreement. Responsibility for program 
planning, delegation, and coordination of reporting of services is placed with supervisory staff within the 
Department of Health. Overall responsibility for administering the Medicaid program remains with the 
Single State Agency. 
 



REVISION: ATTACHMENT 4.17-A 
             Page 1 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON      
    

TN# 03-018 Approval Date: 12-23-03 Effective Date: 9-30-03 
Supersedes 
TN# 99-05 

LIENS AND ADJUSTMENTS OR RECOVERIES 
 
1. The state uses the following process for determining that an institutionalized individual cannot 

reasonably be expected to be discharged from the medical institution and return home: 
 
 The department shall consider the client's statement of intent to return home as controlling 

evidence. 
 
2. The following criteria are used for establishing that a permanently institutionalized individual's son 

or daughter provided care as specified under regulations at 42 CFR §433.36(f): 
 
 The department shall accept documentation from the client: 
 
  That the client's child lived in the client's home for two years immediately before the 

institutionalization of the client; and 
 
  Provided care to the client which allowed the client to remain in the client's home. 
 
3. The State defines the terms below as follows: 
 
 Estate means: 
 

• All real and personal property and any other assets that pass upon the client's death 
under the client's will or by intestate succession. 

 
• An estate also includes: 

 
 For a client who died after June 30, 1995 and before July 27, 1997, nonprobate assets, 

except property passing through a community property agreement; or 
 
 For a client who died after July 27, 1997, nonprobate assets. 

 
• The value of the estate shall be reduced by any valid liability against the deceased client's 

property at the time of death. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

 
 State:  WASHINGTON  
 

TN# 99-05 Approval Date: 6-18-99 Effective Date: 4-1-99 
Supersedes 
TN# 95-15 

LIENS AND ADJUSTMENTS OR RECOVERIES (cont.) 
 
3. Definitions (con’t) 
 
 Individual's home means: 
 

• A person's principal place of residence prior to the person's institutionalization. 
 
 Equity interest in the home means: 
 

• Fair market value minus encumbrances. 
 
 Residing in the home for at least one or two years on a continuous basis means: 
 

• The person has lived in the client's home as the principal place of residence for a period 
of at least one or two years immediately before the date of the client's admission to the 
institution and has resided there on a continuous basis since that time. 

 
 Lawfully residing means: 
 

• The person lives in the state and intends to remain indefinitely. 
 
 Discharge from the medical institution and return home means: 
 

• The person leaves the medical institution, returns home, and intends to remain in the 
home indefinitely. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON      
 

TN# 95-15 Approval Date: 12-18-95  Effective Date: 7/1/95 
Supersedes 
TN# ----- 

LIENS AND ADJUSTMENTS OR RECOVERIES (cont.) 
 
4. The state defines undue hardship as follows: 
 
 The department shall waive recovery when recovery would work an undue hardship.  

This waiver is 1imited to the period during which undue hardship exists. 
 
 Undue hardship exists when: 
 

• The estate subject to adjustment or recovery is the sole income-producing asset 
of the heirs and income is limited; or 

 
• Recovery would result in the impoverishment of one of the heirs; or 

 
• Recovery would deprive an heir to the property of shelter and the heir lacks the 

financial means to obtain and maintain alternative shelter. 
 
 Undue hardship does not exist when: 
 

• The adjustment or recovery of the client's cost of assistance would merely cause 
the client's family members inconvenience or restrict the family's lifestyle. 

 
• The heir divests assets to qualify under the undue hardship provision. 

 
 The department shall not waive recovery based on undue hardship when a deceased 

client's assets were disregarded in connection with a long-term care insurance policy or 
contract. 

 
5. The following standards and procedures are used by the State for waiving estate 

recoveries when recovery would cause an undue hardship, and when recovery is not 
cost-effective. 

 
 Standards: Same as 4. above. 
 
 Procedures: 
 
 During the course of the department's investigation into the assets of the estate, 

information is provided to the department by heirs and others.  When that information 
indicates the estate may be entitled to an undue hardship  
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 95-15 Approval Date: 12-18-95  Effective Date: 7/1/95 
Supersedes 
TN# ----- 

LIENS AND ADJUSTMENTS OR RECOVERIES (cont.) 
 
5. Standards and procedures (con’t) 
 
 waiver, the department issues a written decision which includes a notice to the heirs of 

the right to contest the department's decision. 
 
 A person who requests the department to waive recovery in whole or in part, and who suffers a 

loss because the request was not granted, may contest the department's decision in an 
adjudicative proceeding.  The department's decision shall state the requirements for an 
application for an adjudicative proceeding and state where assistance might be obtained to make 
an application.  An application for an adjudicative proceeding must: 

 
• Be in writing; 

 
• State the basis for contesting the department's denial of the request to waive recovery; 

 
• Be signed by the applicant and state the applicant’s address and telephone number; 

 
• Be served on the Office of Financial Recovery within twenty-eight days of the date the 

applicant received the department’s decision denying the request for a waiver.  An 
application filed up to thirty days late may be treated as if timely filed if the applicant 
shows good cause for filing late; and 

 
• Be served on the Office of Financial Recovery in a manner which shows proof of receipt, 

such as personal service or certified mail, return receipt requested. 
 
6. The State defines cost-effective as follows (include methodology/thresholds used to determine 

cost-effectiveness):   
 
 A total medical assistance payment of $100 or less is waived as not cost-effective.  Guidelines 

used to establish the cost-effectiveness of other cases follow: 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
    
   State:  WASHINGTON     
 

TN# 03-018 Approval Date: 12-23-03 Effective Date: 9-30-03 
Supersedes 
TN# 99-05 

LIENS AND ADJUSTMENTS OR RECOVERIES (cont.) 
 
 
6. Cost effectiveness (cont.) 
 

• Because the costs of estate administration may deplete an estate valued at 
$3,000 or less, each such case is evaluated individually to determine cost-
effectiveness. 

 
• After consultation with the Attorney General’s Office, claims rejected 

(disallowed) in probate court are evaluated individually to determine if 
initiating legal action is cost-effective. 

 
7. The State uses the following collection procedures (include specific elements 

contained in the advance notice requirement, the method for applying for a waiver, 
hearing and appeals procedures, and time frames involved): 

 
 Advance Notice Requirement: 
 
 The department shall file liens, seek adjustment, or otherwise effect recovery for 

medical assistance correctly paid on behalf of a client. 
 
 When the department seeks to recover from a client’s estate the cost of medical 

assistance provided to the client, prior to filing a lien against the deceased client’s 
real property, the department shall provide notice to: 

 
• The probate estate’s personal representative, if any; or 

 
• Any other person known to have title to the affected property. 

 
 Prior to filing a lien against any of the deceased client’s property, the department 

shall provide ascertained titled property owners notice and an opportunity for an 
adjudicative proceeding.  The department shall serve upon ascertained titled 
property owners a notice of intent to file lien, which shall state: 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
    
   State:   WASHINGTON     
 

TN# 03-018 Approval Date: 12-23-03 Effective Date: 9-30-03 
Supersedes 
TN# 99-05 

LIENS AND ADJUSTMENTS OR RECOVERIES (cont.) 
 
 
7. Collection procedures (cont.) 
 

• The deceased client’s name, social security number, if known, date of birth, and 
date of death; 

 
• The amount of medical assistance long-term care correctly paid on behalf of the 

deceased client the department seeks to recover; 
 

• The department's intent to file a lien against the deceased client's real property to 
recover the medical assistance long-term care correctly paid on behalf of the 
deceased client; 

 
• The county in which the property is located; and 

 
• The ascertained titled property owner's right to contest the department's decision 

to file a lien by filing an application for an adjudicative proceeding with the Office of 
Financial Recovery; and provide an adjudicative proceeding to determine whether: 

 
• The amount of medical assistance long-term care correctly paid on behalf 

of the deceased client alleged by the department's notice of intent to file 
lien is correct; and 

 
• The deceased client had legal title to the property at the time of the client's 

death. 
 
An application for an adjudicative proceeding must: 
 

• Be in writing; 
 

• State the basis for contesting the department's notice of intent to file lien; 
 

• Be signed by the applicant and state the applicant's address and telephone 
number; 

 
• Be served on the Office of Financial Recovery 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 
   State:   WASHINGTON     
 

TN# 03-018 Approval Date: 12-23-03 Effective Date: 9-30-03 
Supersedes 
TN# 95-15 

LIENS AND ADJUSTMENTS OR RECOVERIES (cont.)  
 

 
7. Collection procedures (cont.) 
 

within twenty-eight days of the date the applicant received the department’s 
notice of intent to file a lien. An application filed up to thirty days late may be 
treated as timely filed if the applicant shows good cause for filing late; and 

 
• Be served on the Office of Financial Recovery in a manner in which shows proof 

of receipt, such as personal service or certified mail, return receipt requested.   
 
 Upon receipt of an application for an adjudicative proceeding, the department shall 

provide notice of the proceeding to all other ascertained titled property owners. 
 
 If no ascertained titled property owner files an application for the adjudicative proceeding 

within twenty-eight days of the date the department served a notice of intent to file lien, 
the department may file a lien against the deceased client's property for the amount of 
medical assistance long-term care correctly paid on behalf of the deceased client alleged 
in the notice of intent to file lien. 

 
 Method of Applying for a Waiver, Hearing and Appeals Procedures, and Time Frames 

Involved:  Same as 4. and 5., above. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
  
   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# 94-11 

 
A. The following charges are imposed on the categorically needy for services other 

than those provided under section 1905(a)(1) through (5) and (7) of the Act: 
 

Type of charge 
Service and Basis Deductible Coinsurance Copay Amount 
For Determination 

 
1. Services received in      X  $3.00 
 a hospital emergency  
 room that are not of an  
 emergent nature. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
  
   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# 94-11 

CATEGORICALLY NEEDY COST SHARING (cont.) 
 
 
B. The method used to collect cost sharing charges for categorically needy individuals: 
 
   X    Providers are responsible for collecting the cost sharing charges from 

individuals. 
 
  The agency reimburses providers the full Medicaid rate for services and collects 

the cost sharing charges from individuals. 
 
C. The basis for determining whether an individual is unable to pay the charge, and the 

means by which an individual is identified to providers, is described below: 
 
 1. A categorically needy (CN) person receives a medical identification card 

identifying the person as receiving CN coverage. 
 
 2. When the person accesses medical services in a hospital emergency room, the 

person provides the medical identification card to staff at the emergency room. 
 
 3. After the provision of medically necessary treatment services, if the medical 

provider determines the need for medical services was non-emergent, the client 
is informed of the copay requirement. 

 
 4. The client may pay the copay or state they do not have funds available. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# 94-11 

CATEGORICALLY NEEDY COST SHARING (cont.) 
 
 
D. The procedures for implementing and enforcing the exclusions from cost sharing 

contained in 42 CFR 447.53(b) are described below: 
 
 1. The copay described in A is only for individuals over the age of eighteen who are 

not: 
 
  a. Pregnant; 
  b. Institutionalized; or  
  c. Enrolled in an HMO. 
 
 2. An emergency medical condition means the sudden onset of a medical condition 

manifesting itself by acute symptoms of sufficient severity (including severe pain) 
such that the absence of immediate medical attention could reasonably be 
expected to result in serious jeopardy to the individual's health, serious 
impairment to bodily functions, or serious dysfunction of any bodily organ or part. 

 
  The $3.00 copay is assessed only when the medical services received in a 

hospital emergency room are not included in the above definition. 
 
 3. The State will take the following steps to enforce exclusions from cost sharing: 
 
  a. Apprise providers via the Provider Numbered Memorandum; 
  b. Apprise Community Services Offices and Regions Offices; 
  c.  Notify all clients via a one-time mailing; 
  d. Subsequently to the initial mailing, notify all clients through text in the 

Client Handbook. The Client Handbook provides information concerning 
client rights, including but not limited to: 

 
• How to contact MAA when a provider is not complying with 

regulations; 
• The client's right to receive medical services if they cannot afford 

the copay; 
• What the client should do when billed incorrectly; 
• What to do when the client wishes to challenge or appeal a bill 

for copay or for a denial of medical services. 
 
  e. MAA Provider Relations staff will work with individual providers to assure 

they understand and comply with these requirements. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 
   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# ----- 

CATEGORICALLY NEEDY COST SHARING (cont.) 
 
 
 4. The hospital emergency room copayment of $3.00 is not required if 

reasonable alternative access to care is not available. The state has 
sufficient reasonable alternative access to care as described on 
Attachment 4.18. - A, Page 4a. 

 
E. Cumulative maximums on charges: 
 
   X    State policy does not provide for cumulative maximums.   
 
  Cumulative maximums have been established as described below: 
 
N/A 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12/27/01 Effective Date: 1/1/02 
Supersedes 
TN# ----- 

REASONABLE ALTERNATE ACCESS 
 

COUNTY FQHCs &RHCs Other Providers Hospitals Total 

Adams 7 18 3 28 
Asotin 0 22 1 23 
Benton 11 205 3 219 
Chelan 7 67 3 77 
Clallam 4 100 2 106 
Clark 1 109 1 111 
Columbia 2 14 1 17 
Cowlitz 2 93 1 96 
Douglas 8 8 1 17 
Ferry 8 9 1 18 
Franklin 11 70 1 82 
Garfield 1 7 1 9 
Grant 17 62 3 82 
Gras Harbor 7 109 1 117 
Island. 10 53 1 64 
Jefferson 1 46 1 48 
King 39 1,725 19 1,783 
Kitsap 9 215 1 225 
Kittitas 0 28 1 29 
Klickitat 3 24 1 28 
Lewis 5 92 2 99 
Lincoln 2 17 1 20 
Mason 5 47 1 53 
Okanogan 9 53 3 65 
Pacific 3 41 2 46 
Pend Oreille 8 15 1 24 
Pierce 18 664 7 689 
San Juan 2 13 0 15 
Skagit 14 109 2 125 
Skamania 2 3 1 6 
Snohomish 31 378 4 413 
Spokane 14 458 6 478 
Stevens 6 27 2 35 
Thurston 4 192 3 199 
Wahkiakum 0 3 0 3 
Walla Walla 11 1 2 14 
Whatcom 6 7 1 14 
Whitman 1 2 2 5 
Yakima 9 8 5 22 
TOTAL 298 153 92 543 
 

 



MSA-PI-74-6         ATTACHMENT 4.18-B 
February 26, 1974        Page 1 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 94-11 Approval Date: 6/30/94 Effective Date: 4/1/94 
Supersedes 
TN# ----- 

The following enrollment fee, premium or similar charge is imposed on the medically needy: 
 
   Gross Family Charge Liability Frequency 
Income (per mo.) Family Size Period of Charges 
 1 or 2    3 or 5    5 or more 
 (1) (2) (3) (4) (5) (6) 
 
$150 or less 
 
 151 – 200 
 
 201 – 250 
 
 251 – 300   N/A 
 
 301 – 350 
 
 351 – 400 
 
 401 – 450 
 
 451 – 500 
 
 501 – 550 
 
 551 – 600 
 
 601 – 650 
 
 651 – 700 
 
 701 – 750 
 
 751 – 800 
 
 801 – 850 
 
 851 – 900 
 
 901 – 950 
 
 951 – 1000 
 
More than $1000
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 94-11 Approval Date: 6/30/94 Effective Date: 4/1/94 
Supersedes 
TN# ----- 

MEDICALLY NEEDY ENROLLMENT FEES, PREMIUMS (cont.) 
 
 
Effect on recipient of non-payment of enrollment fee, premium or similar charge: 
 
____ Non-payment does not affect eligibility 
 
____ Effect is as described below: 
 
 
 
 

N/A 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# 94-11 

A. The following charges are imposed on the medically needy for services: 
 

Type of charge 
Service and Basis Deductible Coinsurance Copay Amount 
For Determination 

 
1. Services received in      X  $3.00 
 a hospital emergency  
 room that are not of an  
 emergent nature. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# 94-11 

MEDICALLY NEEDY COST SHARING (cont.) 
 
 
B. The method used to collect cost sharing charges for medically needy individuals: 
 
   X    Providers are responsible for collecting the cost sharing charges from 

individuals. 
 
  The agency reimburses providers the full Medicaid rate for services and collects 

the cost sharing charges from individuals. 
 
C. The basis for determining whether an individual is unable to pay the charge, and the 

means by which an individual is identified to providers, is described below: 
 
 1. A medically needy (MN) person receives a medical identification card identifying 

the person as receiving MN coverage. 
 
 2. When the person accesses medical services in a hospital emergency room, the 

person provides the medical identification card to staff at the emergency room. 
 
 3. After the provision of medically necessary treatment services, if the medical 

provider determines the need for medical services was non-emergent, the client 
is informed of the copay requirement. 

 
 4. The client may pay the copay or state they do not have funds available. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12/27/01 Effective Date: 1/1/02 
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MEDICALLY NEEDY COST SHARING (cont.) 
 
 
D. The procedures for implementing and enforcing the exclusions from cost sharing 

contained in 42 CFR 447.53(b) are described below: 
 
 1. The copay described in A is only for individuals over the age of eighteen who are 

not: 
 
  a. Pregnant; 
  b. Institutionalized; or  
  c. Enrolled in an HMO. 
 
 2. An emergency medical condition means the sudden onset of a medical condition 

manifesting itself by acute symptoms of sufficient severity (including severe pain) 
such that the absence of immediate medical attention could reasonably be 
expected to result in serious jeopardy to the individual's health, serious 
impairment to bodily functions, or serious dysfunction of any bodily organ or part. 

 
  The $3.00 copay is assessed only when the medical services received in a 

hospital emergency room are not included in the above definition. 
 
 3. The State will take the following steps to enforce exclusions from cost sharing: 
 
  a. Apprise providers via the Provider Numbered Memorandum; 
  b. Apprise Community Services Offices and Regions Offices; 
  c.  Notify all clients via a one-time mailing; 
  d. Subsequently to the initial mailing, notify all clients through text in the 

Client Handbook. The Client Handbook provides information concerning 
client rights, including but not limited to: 

 
• How to contact MAA when a provider is not complying with 

regulations; 
• The client's right to receive medical services if they cannot afford 

the copay; 
• What the client should do when billed incorrectly; 
• What to do when the client wishes to challenge or appeal a bill 

for copay or for a denial of medical services. 
 
  e. MAA Provider Relations staff will work with individual providers to assure 

they understand and comply with these requirements. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-022 Approval Date: 12-27-01 Effective Date: 1-1-02 
Supersedes 
TN# ----- 

MEDICALLY NEEDY COST SHARING (cont.) 
  
 
4. The hospital emergency room copayment of $3.00 is not required if reasonable 

alternative access to care is not available. The state has sufficient reasonable 
alternative access to care as described on Attachment 4.18. - A, Page 4a. 

 
E. Cumulative maximums on charges: 
 
   X    State policy does not provide for cumulative maximums.   
 
  Cumulative maximums have been established as described below: 
 

N/A 
 
 
 



REVISION: HCFA-PM-91-4 (BPD) ATTACHMENT 4.18-D 
 AUGUST 1991  Page 1 
   OMB No. 0938- 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     

TN# 91-22 Approval Date: 1-21-92 Effective Date: 11-1-91 
Supersedes 
TN# ----- HCFA ID:  7986E 

 
PREMIUMS IMPOSED ON LOW INCOME PREGNANT WOMEN AND INFANTS 

 
 
A. The following method is used to determine the monthly premium imposed on optional 

categorically needy pregnant women and infants covered under section 1902(a)(10)(A)(ii)(IX)(A) 
and (B) of the Act: 

 
 

NONE 
 
 
B. A description of the billing method used is as follows (include due date for premium payment, 

notification of the consequences of nonpayment, and notice of procedures for requesting waiver 
of premium payment): 

 
 

NONE 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Description provided on attachment.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 91-22 Approval Date: 1-21-92 Effective Date: 11-1-91 
Supersedes 
TN# ----- HCFA ID:  7986E 

PREMIUMS IMPOSED ON LOW INCOME PREGNANT WOMEN AND INFANTS (cont.) 
 
 
C. State or local funds under other programs are used to pay for premiums: 
 
 [  ]  Yes  [  ]  No 
 

N/A 
 
D. The criteria used for determining whether the agency will waive payment of a premium because it 

would cause an undue hardship on an individual are described below: 
 

N/A 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Description provided on attachment.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
    
   State:   WASHINGTON     
 

TN# 91-22 Approval Date: 1-21-92 Effective Date: 11-1-91 
Supersedes 
TN# ----- HCFA ID:  7986E 

OPTIONAL SLIDING SCALE PREMIUMS IMPOSED ON  
QUALIFIED DISABLED AND WORKING INDIVIDUALS 

 
 
A. The following method is used to determine the monthly premium imposed on qualified disabled 

and working individuals covered under section 1902(a)(10)(E)(ii) of the Act: 
 

NONE 
 
B. A description of the billing method used is as follows (include due date for premium payment, 

notification of the consequences of nonpayment, and notice of procedures for requesting waiver of 
premium payment): 

 
NONE 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Description provided on attachment.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 91-22 Approval Date: 1-21-92 Effective Date: 11-1-91 
Supersedes 
TN# ----- HCFA ID:  7986E 

OPTIONAL SLIDING SCALE PREMIUMS IMPOSED ON QUALIFIED DISABLED AND WORKING 
INDIVIDUALS  (cont.) 
 
 
C. State or local funds under other programs are used to pay for premiums: 
 
 [  ]  Yes  [  ]  No 
 

N/A 
 
D. The criteria used for determining whether the agency will waive payment of a premium because it 

would cause an undue hardship on an individual are described below: 
 

N/A 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Description provided on attachment.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 02-008 Approval Date: 6-20-02 Effective Date: 4-1-02 
Supersedes 
TN# ----- 

PREMIUMS IMPOSED ON FAMILIES RECEIVING EXTENDED BENEFITS 
DURING A SECOND SIX-MONTH PERIOD 

 
A. The following method is used to determine the premium imposed during each premium 

payment period on families receiving extended benefits (Transitional Medicaid or TMA) 
during the second six-month period under section 1902(a)(52) and section 1925 of the 
Act: 

 
 The premium amount for months seven, eight, and nine are based on the family's 

average gross monthly earnings less the average monthly cost of child care that is 
necessary for the employment of the caretaker relative during months one, two and 
three. The premium amount for months ten, eleven, and twelve are based on the family's 
average gross monthly earnings less the average monthly cost of child care that is 
necessary for the employment of the caretaker relative average income less work-related 
child cares during months four, five, and six. 

 
 The family's average gross monthly earnings less the average monthly cost of child care 

that is necessary for the employment of the caretaker relative is divided by three and 
multiplied by one percent. This amount is rounded down to the nearest whole dollar for 
the per person/per month premium. In no case may the amount of the premium exceed 
three percent of the family's average gross monthly earnings less the average monthly 
cost of child care that is necessary for the employment of the caretaker relative. 

 
 A family whose average gross monthly earnings less work-related child care is equal to 

or less than one hundred percent of the federal poverty level (FPL) is exempt from the 
premium requirement. In addition, pregnant women and children are exempt from the 
premium requirement. 

 
B. A description of the billing method used is as follows (include due date for premium 

payment and notification of the consequences of nonpayment): 
 
 Billing is approximately the fifth of each month for the following month of service. If 

payment is not received by the end of the month of service, the department reviews 
individual members of the family to determine if they are eligible for another medical
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 02-008 Approval Date: 6-20-02 Effective Date: 4-1-02 
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TN# ----- 

PREMIUMS IMPOSED ON FAMILIES RECEIVING EXTENDED BENEFITS DURING A SECOND SIX-
MONTH PERIOD (cont.) 
 
B. Billing description (con’t) 
 
 program.  If a client is not eligible for another program, the receipt of medical will end the end of 

the month following the month of service for which the client has not paid the premium.  The client 
is given a minimum of ten days advance notice. 

 
C. The criteria for determining good cause for failure to pay such premium on a timely basis are 

described below: 
 
 Reasons for good cause include, but are not limited to: 
 
 1. Illness, mental impairment, injury, trauma, or stress; 
 
 2. Lack of understanding the premium payment requirement due to a language barrier; 
 
 3. Transportation problems; 
 
 4. The client did not pay the premium because they expected to be able to meet the family 

medical needs, but could not; or 
 
 5. The client was given incorrect information or did not receive advance and adequate notice 

about the premium payment requirements. 
 



   ATTACHMENT 4.19-A 
   Part I, Page 1 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

TN# 01-020 Approval Date: 12-13-01 Effective Date: 7-1-01 
Supersedes 
TN# 01-005 

METHODS AND STANDARDS FOR ESTABLISHING 
PAYMENT RATES FOR INPATIENT HOSPITAL SERVICES 

 
 
The State has in place a public process that complies with the requirements of Section 1902(a)(A) of the 
Social Security Act. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING 

PAYMENT RATES FOR INPATIENT HOSPITAL SERVICES 
 

A.  INTRODUCTION 
 
 The State of Washington's Department of Social and Health Services (DSHS) 

implemented a Diagnosis Related Groups (DRG) based reimbursement system for 
payment of inpatient hospital services to Medicaid clients in the mid 1980’s.  This 
system, as revised through this amendment, is used to reimburse for admissions on 
or after January 1, 2001. Revisions to this system are made as necessary through 
amendments to the State plan. 

 
 This plan incorporates revisions that eliminate all disproportionate share and pro-

share programs involving intergovernmental transfers.  These changes will be 
effective on July 1, 2005.  This plan also incorporates a new payment methodology 
to be effective July 1, 2005 for public hospitals located in the State of Washington 
that are owned by public hospital districts and are not department approved and 
DOH certified as CAH, the Harborview Medical Center, and the University of 
Washington Medical Center. The new payment methodology incorporates the use of 
certified public expenditures (CPEs) at each hospital as the basis for claiming 
federal Medicaid funding for medically necessary patient care. 

 
 The hospital rates and payment methods described in this attachment are for the 

State of Washington Medicaid program. The standards used to determine payment 
rates take into account the situation of hospitals that serve a disproportionate 
number of low-income patients with special needs. The system includes payment 
methods to hospitals for sub-acute care such as skilled nursing and intermediate 
care, and payment methods for other acute inpatient care such as Long Term Acute 
Care (LTAC).  The rates for these services are lower than those for standard 
inpatient acute care.   
 

 The reimbursement system employs four major methods to determine hospital 
payment rates:  DRG cost-based rates; DRG contract rates; full cost rates 
(beginning on July 1, 2005); and rates based on hospitals' ratio of costs- to-charges 
(RCC).  
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
A.  INTRODUCTION (cont.) 
 

 Other payment methods used include per member per month (PMPM) graduate 
medical education (GME) payments, fixed per diem, cost settlement, 
disproportionate share hospital (DSH), and proportionate share hospital. All are 
prospective payment methods except the cost settlement payment method used to 
reimburse critical access hospitals. Newborn screening tests approved through 
legislative direction are covered services reimbursed by the department and 
payment adjustments are made when necessary.  The DRG,”full cost”, and RCC 
payment methods are augmented by trauma care payment methods at state-
approved trauma centers.  The trauma care enhancement provides reimbursement 
to Level I, II, and III trauma centers through lump-sum supplemental payments 
made quarterly. 

  
A fixed per diem payment method is used in conjunction with the LTAC program.  A 
cost settlement payment method is used to reimburse hospitals participating in the 
state’s Title XIX Critical Access Hospital (CAH) program.  Monthly PMPM GME 
payments are provided by MAA directly to the University of Washington Medical 
Center and the Harborview Medical Center for GME related to Healthy Options care. 

  
 Contract hospitals participating in the federally waivered Medicaid Hospital Selective 

Contracting Program are reimbursed for services paid by the DRG payment method 
based on their negotiated DRG contract rate. 

 
 Hospitals not located in contract areas and hospitals located in a contract area that 

are exempt from selective contracting, are reimbursed for services paid under the 
DRG payment method using a cost-based DRG rate.  

 
 Non-contract hospitals in selective contracting program areas will be paid by MAA 

for inpatient services only when those services are determined by MAA to be 
emergency services. 

 
Beginning on July 1, 2005, public hospitals located in the State of Washington, that 
are not department approved and DOH certified as CAH, are paid the “full cost” of 
Medicaid and GAUDSH covered services as determined through the Medicare Cost 
Report, using MAA’s Medicaid RCC rate to determine Medicaid cost and the 
GAUDSH cost.  
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
A.  INTRODUCTION (cont.) 
 

Each public hospital district for its respective non-CAH public hospital district 
hospital(s), the Harborview Medical Center, and the University of Washington 
Medical Center, provide certified public expenditures which represent its costs of the 
patients’ medically necessary care.
 

 Hospitals and services exempt from the DRG payment methods are reimbursed 
under the RCC, “full cost”, cost settlement, or fixed per diem payment method.  
  

 The following plan specifies the methods and standards used to set these payment 
rates, including: definitions; general reimbursement policies; methods for 
establishing: cost-based DRG rates; "full cost” reimbursement; RCC payment rates; 
CAH rates; fixed per diem reimbursement; Disproportionate Share Hospital (DSH) 
reimbursement;  upper payment limits (UPL); UPL reimbursement; and 
administrative policies on provider appeal procedures, uniform cost reporting 
requirements, audit requirements, and public notification requirements. 
  

B. DEFINITIONS 
 
The terms used in this plan are intended to have their usual meanings unless 
specifically defined in this section or otherwise in the plan.  Allowed charges, where 
mentioned in this attachment to the state plan, refers to the DSHS covered charges 
on a claim that are used to determine any kind of reimbursement for medically 
necessary care. 

 
1. Accommodation and Ancillary Costs 

 
 Accommodation costs: the expense of providing such services as regular room, 

special care room, dietary and nursing services, medical and surgical supplies, 
medical social services, psychiatric social services, and the use of certain equipment 
and facilities for which a separate charge is not customarily made. 

 
 Ancillary costs: the expense of providing such services as laboratory, radiology, 

drugs, delivery room (including maternity labor room), and operating room (including 
anesthesia and postoperative recovery rooms).  Ancillary services may also include 
other special items and services. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
B. DEFINITIONS (cont.) 
 

2. Case-Mix Index (CMI) 
 

 Case-mix index means a measure of the costliness of cases treated by a hospital 
relative to the cost of the average of all Medicaid hospital cases, using DRG weights 
as a measure of relative cost. 

 
3. Critical Access Hospital (CAH) Program 

 
Critical Access Hospital (CAH) program means a Title XIX inpatient and outpatient 
hospital reimbursement program where instate hospitals, that are department 
approved and DOH Medicare-certified as a CAH, are reimbursed through a cost 
settlement method. 

 
4. DSHS or Department 
 
 DSHS or department means the Department of Social and Health Services. DSHS 

is the State of Washington's state Medicaid agency. 
 

5. Diagnosis Related Groups (DRGs) 
 
 DRG means the patient classification system originally developed for the federal 

Medicare program which classifies patients into groups based on the International 
Classification of Diseases, the presence of a surgical procedure, patient age, 
presence or absence of significant comorbidities or complications, and other 
relevant criteria. 
 
The DRGs categorize patients into clinically coherent and homogenous groups with 
respect to resource use.  The Washington State Medicaid program currently uses 
The All Patient Grouper and has established relative weights for   400 valid DRGs 
for its DRG payment system.  There are an additional 168 DRGs that are not used 
and another 241 DRGs with no weights assigned.  Of the 241 DRGs with no 
weights, two are used in identifying ungroupable claims under DRG 469 and 470. 

 
 The remainder of the 241 DRGs are exempt from the DRG payment method.  The 

All Patient Grouper, Version 14.1 has a total of 809 DRGs. 
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   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
B. DEFINITIONS (cont.) 
              

6. Emergency Services 
 

Emergency services means services provided for care required after the sudden 
onset of a medical condition manifesting itself by acute symptoms of sufficient 
severity (including severe pain) that the absence of immediate medical attention 
could reasonably be expected to result in:  placing the client’s health in serious 
jeopardy; serious impairment to bodily functions; or serious dysfunction of any bodily 
organ or part.  Inpatient maternity services are treated as emergency services. 

 
7. HCFA/CMS 
 
 HCFA means the Department of Health and Human Services’ former Health Care 

Financing Administration (HCFA), renamed the Centers for Medicare and Medicaid 
Services (CMS) in June 2001. CMS, formerly named HCFA, is the federal agency 
responsible for administering the Medicaid program. 

 
8. Hospital 
 
 Hospital means a treatment facility which is licensed as an acute care hospital in 

accordance with applicable State laws and regulations, and which is certified under 
Title XVIII of the federal Social Security Act. 

 
9. Inpatient Services 
 
 Inpatient services means all services provided directly or indirectly by the hospital 

subsequent to admission and prior to discharge of an inpatient, and includes, but is 
not limited to, the following services:  bed and board; medical, nursing, surgical, 
pharmacy and dietary services; maternity services; psychiatric services; all 
diagnostic and therapeutic services required by the patient; the technical and/or 
professional components of certain services; use of hospital facilities, medical social 
services furnished by the hospital, and such drugs, supplies, appliances and 
equipment as required by the patient; transportation services subsequent to 
admission and prior to discharge; and, related services provided by the hospital 
within one calendar day of the client’s admission as an inpatient.   
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   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
B.  DEFINITIONS (cont.) 
               

10. Long Term Acute Care 
 
 Long Term Acute Care (LTAC) means prior authorized inpatient services provided 

directly or indirectly by a State designated Long Term Acute Care hospital. LTAC 
services are authorized, subsequent to patient admission, but after the treatment 
costs in a DRG paid case have exceeded high-cost outlier status.  At the point at 
which that determination is made, the mode of care and reimbursement may switch 
to LTAC under a fixed per diem rate if authorized by DSHS.  This is not sub-acute 
care; rather this is intensive acute inpatient care provided to patients who would 
otherwise remain in intensive care or a similar level of care in or out of a hospital’s 
intensive care unit.   

 
 The fixed per diem rate was based on an evaluation of patient claims costs for this 

type of patient.  
 
 The LTAC services include, but are not limited, to: bed and board; services related 

to medical, nursing, surgical, and dietary needs; IV infusion therapy, prescription and 
nonprescription drugs, and/or pharmaceutical services and total parenteral nutrition 
(TPN) therapy, up to two hundred dollars per day in allowed charges; and medical 
social services furnished by the hospital.  

 
11. MI/GAU 
 
 MI/GAU, as used in Paragraph F.2 and F.3 below, means the DSHS Limited 

Casualty Program-Medically Indigent (MI) or General Assistance Unemployable 
(GAU) services. 

 
12. RCC 
 
 RCC means a hospital ratio of costs-to-charges (RCC) calculated using annual 

CMS 2552 Medicare Cost Report data provided by the hospital.  The RCC, not to 
exceed 100 percent, is calculated by dividing adjusted operating expense by 
adjusted patient revenues.  The basic payment is established by multiplying the 
hospital's assigned RCC ratio (not to exceed 100 percent) by the allowed charges 
for medically necessary services.  A reduced RCC is used to calculate MIDSH and 
GAUDSH payments on RCC paid claims. 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
B.  DEFINITIONS (cont.) 
 

13. Operating, Medical Education and Capital Costs 
 
 Costs are the Medicare-approved costs as reported on the CMS 2552 and are 

divided into three components:   
 
 Operating costs include all expenses, except capital and medical education, incurred 

in providing accommodation and ancillary services; and, 
 
 Medical education costs are the expenses of a formally organized graduate medical 

education program; and, 
 
 Capital-related costs include: net adjusted depreciation expenses, lease and rentals 

for the use of depreciable assets, costs for betterment and improvements, cost of 
minor equipment, insurance expenses on depreciable assets, and interest expense 
and capital-related costs of related organizations that provide services to the 
hospital. Capital costs due solely to changes in ownership of the provider's capital 
assets on or after July 18, 1984, are deleted from the capital component. 

 
14. Uninsured Indigent Patient 
 
 Means an individual who receives hospital inpatient and/or outpatient services and 

the cost of delivered services is not met because he/she has no or insufficient health 
insurance or other resources to cover the cost.  The cost of services for uninsured 
indigent patients is identified through the hospital's charity and bad debt reporting 
system.   

 
 Charity care and bad debt, as defined by the Department of Health through its 

hospital cost reporting regulations WAC 246-453-010, (4) "INDIGENT PERSONS" 
(Supplement 1 to Attachment 4.19-A, Part I, Pages 1 through 10) and chapter 
70.170 RCW "HEALTH DATA AND CHARITY CARE" (Supplement 2 to Attachment 
4.19-A, Part I, Pages 1 through 11), means those patients who have exhausted any 
third-party sources, including Medicare and Medicaid, and whose income is equal to 
or below 200 percent of federal poverty standards, adjusted for family size or is 
otherwise not sufficient to enable them to pay for the care or to pay deductibles or 
coinsurance amounts required by a third-party payer; (5) "Charity care" means 
appropriate hospital-based medical services provided to indigent persons, as 
defined in this section.    
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
B. DEFINITIONS (cont.) 
 

 Services covered by an insurance policy are not considered an uninsured covered 
service. 

 
15. Cost Limit For DSH Payments 
 
 For the purpose of defining cost under the DSH program a ratio of costs-to-charges 

(RCC) is calculated prospectively using annual CMS 2552 Medicare Cost data. The 
RCC is applied through a prospective payment method to historical total hospital 
billed charges to arrive at the hospitals total cost. 

 
16. DSH One Percent Medicaid Utilization Rate 
 
 All hospitals must meet the one percent Medicaid inpatient utilization in order to 

qualify for any of the DSHS disproportionate share programs. 
 
17. DSH Limit 
 
 The DSH limit in Section B.15 is applicable for public hospitals.  In accordance with 

the Omnibus Budget Reconciliation Act of 1993, the amounts paid under DSH 
programs to public hospitals will not exceed 100 percent of cost, except as allowed 
by subsequent federal guidelines. 

 
18. Trauma Centers 
 
 Trauma Centers are designated by the State of Washington Department of Health 

(DOH) into five levels, based on level of services available. This includes Level I, 
the highest level of trauma care, through Level V, the most basic trauma care. 
Level of designation is determined by specified numbers of health care 
professionals trained in specific trauma care specialties, inventories of specific 
trauma care equipment, on-call and response time minimum standards, quality 
assurance and improvement programs, and commitment level of the facility to 
providing trauma related prevention, education, training, and research services to 
their respective communities. 

 
19. PII--Psychiatric Indigent Inpatient 
 
 Means DSHS Limited Casualty Program-Psychiatric Indigent Inpatient (PII) services. 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
B. DEFINITIONS (cont.) 

 
20. “Full Cost” Public Hospital Certified Public Expenditure (CPE) Payment Program 
 

“Full cost” public hospital certified public expenditure (CPE) payment program means 
a hospital payment program for public hospitals located in the State of Washington 
that are owned by public hospital districts and are not department approved and DOH 
certified as CAH, the Harborview Medical Center, and the University of Washington 
Medical Center.  These hospitals are reimbursed based on the full cost of services as 
determined through the Medicare Cost Report and MAA’s RCC rate.  Each of these 
hospitals certified public expenditures represent the costs of the patients’ medically 
necessary care.  Each hospital’s Medicaid and GAUDSH claims are paid by the “full 
cost” payment method, using the Medicaid RCC rate to determine Medicaid cost and 
the GAUDSH cost. 
 

21. Peer Groups 
 

Peer groups mean MAA designated peer groups.  MAA’s peer grouping has six 
classifications:  Peer group A, which are rural hospitals paid under an RCC 
methodology; peer group B, which are urban hospitals without medical education 
programs and which are not in peer group E; peer group C, which are urban hospitals 
with medical education programs and which are not in peer group E; peer group D, 
which are specialty hospitals and which are not in peer group E; and peer group E, 
which are public hospitals located in the State of Washington that are owned by 
public hospital districts and are not department approved and DOH certified as CAH, 
the Harborview Medical Center, and the University of Washington Medical Center; 
and peer group F, which are hospitals located in the State of Washington that are 
certified CAH. 
 

22. Observation Services 

Observation services means healthcare services furnished by a hospital on the 
hospital's premises, including use of a bed and periodic monitoring by hospital 
staff, which are reasonable and necessary to evaluate an outpatient's condition 
or determine the need for possible admission to the hospital as an inpatient. 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 

 
C. GENERAL REIMBURSEMENT POLICIES 

 
 The following section describes general policies governing the reimbursement 

system.  Payment will only be made to the provider for covered services for that 
portion of a patient admission during which the client is Medicaid eligible.   

 
1. DRG Payments 
 
 Except where otherwise specified, DRG exempt hospitals, DRG exempt services 

and special agreements, payments to hospitals for inpatient services are made on a 
DRG payment basis.  The basic payment is established by multiplying the assigned 
DRG's relative weight for that admission by the hospital's rate as determined under 
the method described in Section D.   

 
 Any client responsibility (spend-down) and third-party liability, as identified on the 

billing invoice or otherwise by the department,  is deducted from the allowed amount 
(basic payment) to determine the actual payment for that admission. 

 
2. DRG Relative Weights 
 
 The reimbursement system uses Washington State, Medicaid-specific DRG relative 

weights.  To the extent possible, the weights are based on Medical Assistance 
(Medicaid) claims for hospital fiscal years (HFYs) 1997 and 1998, spanning the 
period February 1, 1997 through December 31, 1998, and on Version 14.1 of the 
Health Information Systems (HIS) DRG All Patient Grouper software.  

 
 The relative weight calculations are based on Washington Medical Assistance 

claims and Washington State Department of Health's (CHARS) claims 
representative of Healthy Options managed care.  Each DRG is statistically 
tested to assure that there is an adequate sample size to ensure that relative 
weights meet acceptable reliability and validity standards. The relative weights 
are standardized to an overall case-mix index of 1.0 based on claims used during 
the recalibration process, but are not standardized to a case-mix index of 1.0 
regarding the previous relative weights used. 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 

3. DRG High-Cost Outlier Payments 
 
 High-cost outliers are cases with extraordinarily high costs when compared to other 

cases in the same DRG.  The reimbursement system includes an outlier payment 
for these cases.  To qualify as a DRG high-cost outlier, the allowed charges for the 
case must exceed a threshold of three times the applicable DRG payment and 
$33,000. 

 
 Reimbursement for outlier cases other than cases in children's hospitals (Children's 

Hospital and Medical Center, Mary Bridge Children's Hospital), and psychiatric 
DRGs, is the applicable DRG payment amount plus 75 percent of the hospital's 
RCC ratio applied to the allowed charges exceeding the outlier threshold.  

 
Reimbursement for DRG psychiatric (DRGs 424-432) outliers is at the DRG rate 
plus 100 percent of the hospital RCC ratio applied to the allowed charges exceeding 
the outlier threshold.  Reimbursement for outlier cases at the state's two children's 
hospitals is the applicable DRG payment amount plus 85 percent of the hospital's 
RCC ratio applied to the allowed charges exceeding the outlier threshold. 

 
4. DRG Low Cost Outlier Payments 
  
 Low cost outliers are cases with extraordinarily low costs when compared to other 

cases in the same DRG.  To qualify as a DRG low cost outlier, the allowed charges 
for the case must be equal to or less than the greater of 10 percent of the applicable 
DRG payment or $450. Reimbursement for these cases is the case's allowed 
charges multiplied by the hospital's RCC ratio. 

 
5. DRG Long-Stay Day Outlier Payments 
 
 Day Outlier payments are included only for long-stay clients, under the age of six, in 

disproportionate share hospitals and for children under age one in any hospital.    
(See C.15 Day Outlier payments). 

 
 
 
 
 
 
 
 

TN# 03-011   Approval Date 4/19/05   Effective Date 7/1/03 
Supersedes 
TN# 02-012 



REVISION        ATTACHMENT 4.19-A 
         Part I, Page 13 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State    WASHINGTON    

 

 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 

6. Non DRG payment method payments 
 
 Hospitals and services exempt from the DRG payment method are reimbursed 

under the RCC method, “full cost” method, CAH method, etc.  For RCC and “full 
cost” payments, the basic payment is established by multiplying the hospital's 
assigned RCC ratio (not to exceed 100 percent) by the allowed charges for 
medically necessary services.  Recipient responsibility (spend-down) and third-party 
liability, as identified on the billing invoice or otherwise by DSHS, is deducted from 
the allowed amount (basic payment) to determine the actual payment for that 
admission.

     
7. DRG Exempt Hospitals 
 
 The following hospitals are exempt from the DRG payment method for Medicaid. 

 
a. Peer Group A Hospitals 
 
 As defined in Section D.2.  

            
 b. Psychiatric Hospitals 
 

 Designated psychiatric facilities, state psychiatric hospitals, designated distinct part 
pediatric psychiatric units, and Medicare-certified distinct part psychiatric units in 
acute care hospitals are this type of facility.  This currently includes, but is not limited 
to, Fairfax Hospital, Lourdes Counseling Center, West Seattle Psychiatric Hospital, 
Puget Sound Behavioral Health, the psychiatric unit at Children's Hospital & Medical 
Center, and all other Medicare-certified and State-approved distinct part psychiatric 
units doing business with the State of Washington.   

 
 c. Rehabilitation Units 
 

 Rehabilitation services provided in specifically identified rehabilitation hospitals and 
designated rehabilitation units of general hospitals.  The criteria used to identify 
exempt hospitals and units are the same as those employed by the Medicare 
program to identify designated distinct part rehabilitation units.   
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 
 
 
C. GENERAL REIMBURSEMENT POLICIES (cont.) 

 
7. DRG Exempt Hospitals (cont.) 

 
 In addition, services for clients in the MAA Physical Medicine and Rehabilitation 

program (PM&R), and who are not placed in a designated rehabilitation hospital or 
unit, are excluded from DRG payment methods.  Prior authorization is required for 
PM&R services and placement into the rehabilitation unit. 

 
 d. Critical Access Hospital (CAHs) 
 

 Department-approved and Medicare designated CAHs receive Medicaid 
prospective payment based on Departmental Weighted Cost-to-Charge (DWCC). 
Post-period cost settlement is then performed.  

  
 e. Managed Health Care 
 

 Payments for clients who receive inpatient care through managed health care 
programs.  If a client is not a member of the plan, reimbursement for admissions to 
managed health care program hospital will be determined in accordance with the 
applicable payment methods for contract or non-contract hospitals described in 
Section D, Section E and/or Section F.  

                
f. Out-of-State Hospitals 
 
 Out-of-state hospitals are those facilities located outside of Washington and outside 

designated border areas as described in Section D.  For medically necessary 
treatment of emergencies that occur while a client is out-of-state, these hospitals are 
exempt from DRG payment methods, and are paid an RCC ratio based on the 
weighted average of RCC ratios for in-state hospitals.  For DSHS referrals to out-of-
state providers after MAA’s Medical Director or designee approved an Exception to 
Rule for the care: 

 
(1)  In absence of a contract, DSHS pays the rate mentioned above. 
 
(2)  When DSHS is successful negotiating a contract, out-of-state hospitals are paid 

using a negotiated contract rate.  DSHS first negotiates for the rate mentioned 
above, then for the other state’s Medicaid or Medicare rate, and finally for the best 
rate possible beyond the other tiers. 
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 

 
7. DRG Exempt Hospitals (cont.) 
 
g. Military Hospitals 
 
 Unless specific arrangements are made, Military hospitals are exempt from the DRG 

payment methods, and are reimbursed at their allowed charges. 
 
h. Public Hospitals Located In The State of Washington 
 

Beginning on July 1, 2005, for public hospitals located in the State of Washington 
that are owned by public hospital districts and are not department approved and 
DOH certified as CAH, the Harborview Medical Center, and the University of 
Washington Medical Center, Medicaid and GAUDSH covered services are paid 
by the “full cost” public hospital certified public expenditure (CPE) payment 
method.  The new payment methodology incorporates the use of certified public 
expenditures at each hospital as the basis for receiving federal Medicaid funding. 

 
8. DRG Exempt Services  
 

a. Neonatal Services 
 
 DRGs 620 and 629 (normal newborns) are reimbursed by DRG payment under 

the DRG payment method, but not under “full cost”, or cost settlement.  DRGs 
602-619, 621-624, 626-628, 630, 635, 637-641 neonatal services are exempt 
from the DRG payment methods, and are reimbursed under the RCC, “full cost”, 
or cost settlement payment method.  

 
b. AIDS-Related Services 
 
 AIDS-related inpatient services are exempt from DRG payment methods, and are 

reimbursed under the RCC method for those cases with a reported diagnosis of 
Acquired Immunodeficiency Syndrome (AIDS), AIDS-Related Complex (ARC), and 
other Human Immunodeficiency Virus (HIV) infections.  

 
c. Long-Term Care Services 
 
 Long-term care services are exempt from DRG payment methods.  These services 

are reimbursed based on the statewide average Medicaid nursing home rate, 
adjusted for special staff and resource requirements.  Hospitals must request a 
long-term care designation on a case-by-case basis. 
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 
8. DRG Exempt Services (cont.) 

 
d. Bone Marrow and Other Major Organ Transplants 
 
 Services provided to clients receiving bone marrow transplants and other major 

organ transplants are exempt from the DRG payment method, and are reimbursed 
under the RCC method. 

 
e. Chemically-Dependent Pregnant Women 
 
 Hospital-based intensive inpatient care for detoxification and medical stabilization 

provided to chemically-dependent pregnant women by a certified hospital are 
exempt from the DRG payment method, and are reimbursed under the RCC 
payment method. 

 
f. Long-Term Acute Care Program Services 
 
 Long-Term Acute Care (LTAC) services, and other inpatient services provided by 

LTAC hospitals, are exempt from DRG payment methods.  LTAC services 
covered under the LTAC rate are reimbursed using a fixed per diem rate. Other 
covered LTAC services are paid using the RCC rate. The fixed per diem rate was 
based on an evaluation of patient claims costs for this type of patient and is updated 
annually through a vendor rate adjustment (VRA). Hospitals must request and 
receive a LTAC designation. Care is authorized and provided on a case-by-case 
basis. 

 
g. Services Provided in DRGs that do not have a Medical Assistance Administration 

relative weight assigned. 
 
 Services provided in DRGs that do not have a Medical Assistance Administration 

relative weight assigned, that would otherwise be paid using the DRG payment 
method, are reimbursed using the RCC, ”full cost”, or cost settlement payment 
method unless a different payment method has been specified. 
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 

8. DRG Exempt Services (cont.) 
 

 Trauma Center Services 
 
 Trauma Centers are designated by the State of Washington Department of Health 

(DOH) into five levels, based on level of services available.  This includes Level I, 
the highest level of trauma care, through Level V, the most basic trauma care. 
Level of designation is determined by specified numbers of health care 
professionals trained in specific trauma care specialties, inventories of specific 
trauma care equipment, on-call and response time minimum standards, quality 
assurance and improvement programs, and commitment level of the facility to 
providing trauma related prevention, education, training, and research services to 
their respective communities.   

 
Level I, II, and III trauma centers services will be reimbursed using an enhanced 
payment based on the trauma care fund established by the State of Washington in 
1997 to improve the compensation to physicians and designated trauma facilities for 
care to Medicaid trauma patients. The payment is made through lump-sum 
supplemental payments made quarterly.   
 
The payment each hospital receives is proportional to the percentage that the 
department pays in total to all Level I, II, and III trauma centers quarterly for fee-for-
service trauma case claims.  Each qualifying hospital’s payment percentage is then 
applied to the department’s total enhanced trauma supplemental funds available for 
the quarter to determine the hospital’s proportional payment from the quarter’s 
trauma supplemental. A fee-for-service case qualifies for trauma designation if care 
provided has an Injury Severity Score (ISS) of 13 or greater for adults, 9 or greater 
for pediatric patients (through age 14 only), and transferred trauma patients 
regardless of ISS.    
 
Level IV and V trauma centers are given an enhanced payment outside of Medicaid 
by the State’s Department of Health using only State funds. 

 
h. Inpatient Pain Center Services 

 
Services in MAA authorized inpatient pain centers are paid using a fixed per 
diem rate. 
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 

9. Transfer Policy 
 
 For a hospital transferring a client to another acute care hospital, a per diem rate is 

paid for each medically necessary day.  The per diem rate is determined by dividing 
the hospital’s payment rate for the appropriate DRG by that DRG’s average length of 
stay.   

 
 Except as indicated below, the payment to the transferring hospital will be the lesser 

of:  the per diem rate multiplied by the number of medically necessary days at the 
hospital; or, the appropriate DRG payment.    

 
 If a client is transferred back to the original hospital and subsequently discharged, 

the original hospital is paid the full DRG payment.  It is not paid an additional per 
diem as a transferring hospital.  The intervening hospital is paid a per diem payment 
based on the method described above. 

 
 The hospital that ultimately discharges the client is reimbursed the full DRG 

payment; however, if a transfer case qualifies as a high or low cost outlier, the outlier 
payment methodology is applied. 

 
10. Readmission Policy 
 
 Readmissions occurring within 7 days of discharge, to the same hospital that group 

to the same medical diagnostic category, will be reviewed to determine if the second 
admission was necessary or avoidable.  If the second admission is determined to be 
unnecessary, reimbursement will be denied.  If the admission was avoidable, the 
two admissions may be combined and a single DRG payment made.  If two different 
DRG assignments are involved, reimbursement for the appropriate DRG will be 
based upon a utilization review of the case.  All psychiatric inpatient admissions 
must be prior authorized and are considered distinct admissions, regardless of the 
number of days occurring between admissions. 
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 

11. Administrative Days Policy 
 
 Administrative days are those days of hospital stay wherein an acute inpatient level 

of care is no longer necessary, and an appropriate non-inpatient hospital placement 
is not available.  Administrative days are reimbursed at the statewide average 
Medicaid nursing home per diem rate. 

 
 For a DRG payment case, administrative days are not paid until the case exceeds 

the high-cost outlier threshold for that case.  If the hospital admission is solely for a 
stay until an appropriate sub-acute placement can be made, the hospital may be 
reimbursed at the Administrative Day per diem rate from the date of admission.  The 
administrative rate is adjusted November 1.  For DRG exempt cases, administrative 
days are identified during the length of stay review process.  

 
12. Inpatient vs. Outpatient Stay Policy 
 

 Through October 31, 2004, stays of less than, approximating, or exceeding 
24 hours where an inpatient admission was not appropriate will be reimbursed on an 
outpatient basis.  Stays of less than 24 hours involving the death of the patient, 
transfer to another acute care hospital, a delivery, or initial care of a newborn are 
considered inpatient and are reimbursed under the respective inpatient payment 
method designated for the hospital and/ or the covered services.  On and after 
November 1, 2004, a new clinical-based inpatient vs. outpatient stay 
determination rule is in effect.  
 
An inpatient stay is an admission to a hospital based on an evaluation of the 
client using objective clinical indicators for the purpose of providing medically 
necessary inpatient care, including assessment, monitoring, and therapeutic 
services as required to best manage the client’s illness or injury, and that is 
documented in the client’s medical record.  
 
An outpatient hospital stay consists of outpatient hospital services that are within 
a hospital’s licensure and provided to a client who is designated as an outpatient 
based on an evaluation of the client using objective clinical indicators for the 
purpose of providing medically necessary ambulatory care, including 
assessment, monitoring, and therapeutic services as required to best manage 
the client’s illness or injury, and that is documented in the client’s medical record.  
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 
 

13. Medicare Related Policies  
 

Medicare crossovers refer to hospital patients who are eligible for Medicare 
benefits and Medical Assistance. For clients, the state considers the Medicare 
DRG payment to be payment in full.  The state will pay the Medicare deductible 
and co-insurance related to the inpatient hospital services. Total Medicare and 
Medicaid payments to a provider cannot exceed DSHS’s rates or fee schedule 
as if they were paid solely by Medicaid using the RCC payment method.  
 
In cases where the Medicare crossover client’s Part A benefits, including lifetime 
reserve days, are exhausted, and the Medicaid outlier threshold status is 
reached, the state will pay for those allowed charges beyond the threshold using 
the outlier policy described in C.3. above. 
 

14. Fixed Per Diem Rate 
 

A fixed per diem rate is used to reimburse for the LTAC program.  A fixed per diem 
is also used to pay for authorized inpatient pain center services. 

 
 These fixed per diem rates are established through identification of historical claims 

costs for the respective services provided. Predetermined Vendor rate adjustments 
are made annually if rates are not rebased.  For SFY 04 the vendor rate adjustment 
is 0.0%. 

 
15. Third-Party Liability Policy 

 
  For DRG cases involving third-party liability (TPL), a hospital will be reimbursed the 

lesser of the DRG billed amount minus the TPL payment and other appropriate 
deductible amounts, or the applicable DRG allowed amount (basic payment) for the 
case minus the TPL payment and other appropriate deductible amounts.  For RCC 
cases involving TPL, a hospital will be reimbursed the RCC allowed amount (basic 
payment) minus the TPL payment and other appropriate deductible amounts.   For 
CAH cases involving TPL, a hospital will be reimbursed the allowed amount (basic 
payment) minus the TPL payment and other appropriate deductible amounts.  For 
“full cost” cases involving TPL, a hospital will be reimbursed the federal match 
portion of the allowed amount (basic payment) minus the TPL payment and other 
appropriate deductible amounts.  
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 

 
16. Day Outliers: 
 
 Section 1923(a)(2)(C) of the Act, requires the state to provide payment adjustment 

for hospitals for medically necessary inpatient hospital services involving 
exceptionally long length of stay for individuals under the age of six in 
disproportionate share hospitals and any hospital for a child under age one.   

 
 A hospital is eligible for the day outlier payment if it meets the following: 
 
a. Any hospital serving a child under age one or is a DSH hospital and patient age is 5 

or under.   
 
b. The patient payment is DRG. 

 
 c. The charge for the patient stay is under $33,000 (cost outlier threshold). 

 
d. Patient length of stay is over the day outlier threshold for the applicable DRG. 
 
 The day outlier threshold is defined as the number of an average length of stay for a 

discharge (for an applicable DRG), plus twenty days.   
 

 The Day Outlier Payment is based on the number of days exceeding the day outlier 
threshold, multiplied by the administrative day rate. Day outliers will only be paid for 
cases that do not reach high cost outlier status.   A patient's claim can be either a 
day outlier or a high cost outlier, but not both. 

 
17.  Trauma Care Enhancement 
 

The Level I, II, and III trauma center enhanced payment is based on the trauma care 
fund established by the State of Washington in 1997 to improve the compensation to 
physicians and designated trauma facilities for care to Medicaid trauma patients. 
The payment is made through lump-sum supplemental payments made quarterly.   
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C. GENERAL REIMBURSEMENT POLICIES (cont.) 

 
17. Trauma Care Enhancement (cont.) 
 

The payment each hospital receives is proportional to the percentage that the 
department pays in total to all Level I, II, and III trauma centers quarterly for fee-for-
service trauma case claims.  Each qualifying hospital’s payment percentage is then 
applied to the department’s total enhanced trauma supplemental funds available for 
the quarter to determine the hospital’s proportional payment from the quarter’s 
trauma supplemental. A fee-for-service case qualifies for trauma designation if care 
provided has an Injury Severity Score (ISS) of 13 or greater for adults, 9 or greater 
for pediatric patients (through age 14 only), and transferred trauma patients 
regardless of ISS.    
 
Level IV and V trauma centers are given an enhanced payment outside of Medicaid 
by the State’s Department of Health using only State funds. 

  
18. Adjustment for New Newborn Screening Tests 

 
A payment adjustment is made for new legislatively approved and funded newborn 
screening tests not paid through other rates.  

 
D. DRG COST-BASED RATE METHOD 

 
 The DRG cost-based rate is a calculated hospital specific dollar amount that is 

multiplied by the applicable DRG weight to produce the DRG payment.  The rate 
has three components (operating, capital and direct medical education). The rate is 
established on the basis of hospital's average cost for treating a Medicaid patient 
during a base period.  This amount is adjusted for the hospital's case mix and 
updated for inflation. 

 
1. Base Period Cost and Claims Data 

 
The base period cost data for the rates are from hospitals' Medicare cost reports (Form 
CMS 2552) for their fiscal year (FY) 1998.  Cost data that was desk reviewed and/or field 
audited by the Medicare intermediary before the end of the rebasing process was used 
in rate setting when available. 

 
Three categories of costs (total costs, capital costs, and direct medical education 
costs) are extracted from the CMS 2552 for each of the 38 allowed categories of 
cost/revenue centers used to categorize Medicaid claims.   
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D. DRG COST-BASED RATE METHOD (cont.) 
 

1. Base Period Cost and Claims Data (cont.) 
  
 Nine categories are used to assign hospitals' accommodation costs and days of care, 

and 29 categories are used to assign ancillary costs and charges.  Medicaid paid claims 
data for each hospital's FY 1998 period are extracted from the state's Medicaid 
Management Information System (MMIS). 

 Department of Health Composite Hospital Abstract Reporting System (CHARS) claims 
representative of services covered and provided by Healthy Options managed care 
plans are also extracted.  Line item charges from claims are assigned to the appropriate 
9 accommodation and 29 ancillary cost center categories and used to apportion 
Medicaid costs.  These data are also used to compute hospitals' FY 1998 case-mix 
index. 

 
2. Peer Groups & Caps 
 
 MAA’s peer grouping has six classifications:  Peer group A, which are non-CAH,  

rural hospitals which are not in peer group E and for Medicaid claims are paid under 
an RCC methodology; peer group B, which are non-CAH urban hospitals without 
medical education programs which are not in peer group E; peer group C, which are 
urban hospitals with medical education programs which are not in peer group E; peer 
group D, which are specialty hospitals which are not in peer group E; peer group E, 
which are public hospitals located in the State of Washington that are owned by 
public hospital districts and are not department approved and DOH certified as CAH, 
the Harborview Medical Center, and the University of Washington Medical Center; 
and peer group F, which are hospitals located in the State of Washington that are 
department approved and DOH certified as CAH.  

 
For the DRG payment method, indirect medical education costs are removed from 
operating and capital costs, and direct medical education costs are added.    
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D. DRG COST-BASED RATE METHOD (cont.) 
 
2. Peer Groups & Caps (cont.) 
 
 Peer group caps for peer groups B and C are established at the 70th percentile of all 

hospitals within the same peer group for aggregate operating, capital, and direct 
medical education costs.  In computing hospitals' rates, hospitals whose costs 
exceed the 70th percentile of the peer group are reset at the 70th percentile cap.  
The hospitals in peer group D are exempted from the caps because they are 
specialty hospitals without a common peer group on which to base comparisons.  
The hospitals in peer group E are exempted from the peer group caps because they 
are paid “full cost” of services as determined through the Medicare Cost Report 
using the Medicaid RCC rates to determine cost. The hospitals in peer group F are 
also exempted from the peer group caps.  

 
 Changes in peer group status as a result of MAA approval or recommendation are 

recognized.  However, in cases where post-rate calculation corrections or changes 
in individual hospital's base year cost or peer group assignment result in a change in 
the peer group cost at the 70th percentile, and thus have an impact on the 
peer-group cap, the cap is updated only if it results in a 5.0 percent or greater 
change in total Medicaid payment levels. 

 
3. Conversion Factor Adjustments 
 
 Indirect medical education costs are added back into costs before application of any 

inflation adjustment.  A 0.008219 percent per day inflation adjustment (3.0 percent 
divided by 365 days) is used for hospitals that have their fiscal year ending before 
December 31, 1998.  A 9.1086 percent inflation adjustment is used for the period 
from January 1, 1999 to October 31, 2001. 

 
 Annually all cost-based conversion factors are adjusted by a predetermined vendor 

rate adjustment. 
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D. DRG COST-BASED RATE METHOD (cont.) 
 
4. Medicaid Cost Proxies 
 
 In some instances, hospitals had Medicaid charges (claims) for certain 

accommodation or ancillary cost centers that are not separately reported on their 
Medicare cost report.  To ensure recognition of Medicaid related costs, proxies are 
established to estimate these costs.  Per diem proxies are developed for 
accommodation cost centers; RCC proxies for ancillary cost centers.  

 
5. Case-Mix Index 
 
 Under DRG payment systems, hospital costs must be case-mix adjusted to arrive at 

a measure of relative average cost for treating all Medicaid cases.  A case-mix index 
for each hospital is calculated based on the Medicaid cases for each hospital during 
its FY 1998 cost report period.  

 
6. Indirect Medical Education Costs 
  
 An indirect medical education cost is established for operating and capital 

components in order to remove indirect medical education related costs from the 
peer group caps.   

 
To establish this factor, a ratio based on the number of interns and residents in 
approved teaching programs to the number of hospital beds is multiplied by the 
Medicare's indirect cost factor of 0.579.  The resulting ratio is multiplied by a 
hospital's operating and capital components to arrive at indirect medical education 
costs for each component.   

 
 The indirect medical cost is trended forward using the same inflation factors as apply 

to the operating and capital components and added on as a separate element of the 
rate as described in paragraph 7. 

 
7. Rate Calculation Methodology 
 
 Step 1:  For each hospital, the base period cost data are used to calculate total costs 

of the operating, capital, and direct medical education cost components in each of 
the nine accommodation categories.  These costs are divided by total hospital days 
per category to arrive at a per day accommodation cost.   
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D. DRG COST-BASED RATE METHOD (cont.) 

 
7. Rate Calculation Methodology (cont.) 
 
 The accommodation costs per day are multiplied by the total Medicaid days to arrive 

at total Medicaid accommodation costs per category for the three components. 
 
 Step 2:  The base period cost data are also used to calculate total operating, capital 

and direct medical education costs in each of the 29 ancillary categories.  These 
costs are divided by total charges per category to arrive at a cost-to-charge ratio per 
ancillary category.   

                    
 These ratios are multiplied by MMIS Medicaid charges per category to arrive at total 

Medicaid ancillary costs per category for the three components. 
 
 Step 3:  The Medicaid accommodation and ancillary costs are combined to derive the 

operating, capital and direct medical education's components.  These components 
are then divided by the number of Medicaid cases to arrive at an average cost per 
admission.   

 
 Step 4:  The three components' average cost per admission are next adjusted to a 

common fiscal year end (December 31, 1998) using the appropriate DRI-HCFA Type 
Hospital Market Basket update and then standardized by dividing the average cost by 
the hospital's case-mix index. 

 
 Step 5:  The indirect medical education portion of operating and capital is removed for 

hospitals with medical education programs.  Outlier costs were also removed.  For 
hospitals in Peer Group B and C, the three components aggregate cost is set at the 
lesser of: hospital specific aggregate cost or the peer group cap aggregate cost. 

 
 Step 6:  The resulting respective costs with the indirect medical education costs and 

an outlier factor added back in are next multiplied by the DRI-HCFA Type Hospital 
Market Basket update for the period January 1, 1999 through October 31, 2001.  The 
outlier set-aside factor is then subtracted to arrive at the hospital's January 1, 2001 
cost-based rate.  This cost-based rate is multiplied by the applicable DRG weight to 
determine the DRG payment for each admission. 

 
 Those in-state and border area hospitals with insufficient data will have rates based 

on the peer group average final conversion factor for their hospital peer group less 
the outlier set aside factor. 
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D. DRG COST-BASED RATE METHOD (cont.) 

 
8. Border Area Hospitals Rate Methodology 
 
 Border area hospitals include facilities located in areas defined by state law as:  

Oregon - Astoria, Hermiston, Hood River, Milton-Freewater, Portland, Rainier, and 
The Dalles; Idaho - Coeur d'Alene, Lewiston, Moscow, Priest River and Sandpoint.   

                 
These hospitals' cost-based rates are based on their FY 1998 Cost Reports and FY 
1998 claims, if available.  

 
Those border area hospitals with insufficient data will have rates based on the peer 
group average final conversion factor for their hospital peer group less the outlier set 
aside factor. 

 
9. New Hospitals Rate Methodology 
 

New hospitals are those entities that have not provided services prior to January 1, 
2001.  A change in ownership does not constitute the creation of a new hospital.  
New hospitals' cost-based rates are based on the peer group average final 
conversion factor for their hospital peer group, less the outlier set aside factor.   
  

10. Change in ownership 
  

When there is a change in ownership and/or the issuance of a new federal 
identification, the new provider's cost-based rate is the same rate as the prior 
owner's.   

 
Depreciation and acquisition costs are recaptured as required by Section 1861 (V) 
(1) (0) of the Social Security Act.  Mergers of corporations into one entity with 
subproviders receive a blended rate based on the old entities rates. The blended 
rate is weighted by admission for the new entity.  

 
E. RCC RATE METHOD 

 
The RCC payment method is used to reimburse Peer Group A hospitals for their 
costs and other hospitals for certain DRG exempt services as described in Section 
C.8.  This method is not used for hospitals reimbursed using the “full cost” CPE 
method except that the Medicaid RCC rates are used to determine “full cost” for 
those hospitals. 
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E. RCC RATE METHOD (cont) 
 

The RCC ratio for out-of-state hospitals is the average of RCC ratios for in-state 
hospitals.  The RCC ratio for in-state and border area hospitals which the State 
determines have insufficient data or Medicaid claims to accurately calculated an 
RCC ratio, is also the average of RCC ratios for in-state hospitals.  Hospital's RCC 
ratios are updated annually with the submittal of new CMS 2552 Medicare cost 
report data.  Increases in operating expenses or total rate-setting revenue 
attributable to a change in ownership are excluded prior to computing the ratio. 

 
F.  “FULL COST” PUBLIC HOSPITAL CERTIFIED PUBLIC EXPENDITURE (CPE) 

PAYMENT METHODOLOGY (effective July 1, 2005) 
 
 The public hospitals located in the State of Washington that are owned by public 

hospital districts and are not department approved and DOH certified as CAH, the 
Harborview Medical Center, and the University of Washington Medical Center, will 
be reimbursed using the “full cost” payment method using their respective Medicaid 
RCC rate to determine cost for covered medically necessary services.  The payment 
method incorporates the use of certified public expenditures (CPEs) at each hospital 
as the basis for claiming federal Medicaid funding for the cost of medically 
necessary patient care.  Recipient responsibility (spend-down) and third-party 
liability as identified on the billing invoice or by DSHS is deducted from the allowed 
amount (basic payment) to determine the actual payment for that admission.  The 
costs as determined above will be certified as actual expenditures by the hospital 
and the DSHS claim will be the allowed federal match on the amount of the related 
certified public expenditures.  DSHS will verify that the expenditures certified were 
actually incurred. 

 
G.   DISPROPORTIONATE SHARE PAYMENTS 

 
 As required by Section 1902(a)(13)(A) and Section 1923(a)(1) of the Social Security 

Act, the Medicaid reimbursement system takes into account the situation of hospitals 
which serve a disproportionate number of low-income patients with special needs by 
making a payment adjustment for eligible hospitals. To be eligible for any 
disproportionate share program, a hospital must meet the Medicaid one-percent 
utilization to qualify.  A hospital will receive any one or all of the following 
disproportionate share hospital (DSH) payment adjustments if the hospital meets the 
eligibility requirements for that respective DSH payment component.   
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G. DSH PAYMENTS (cont.) 
 
 All the DSH payments will not exceed the State's DSH allotment.  To accomplish 

this goal, it is understood in this State Plan that the State intends to adjust their DSH 
payments to ensure that the costs incurred by Medicaid and uninsured patients are 
covered to the maximum extent permitted by the State's DSH allotment.   

 
 In accordance with the Omnibus Budget Reconciliation Act of 1993, the amounts 

paid under DSH programs to public hospitals will not exceed 100 percent of cost, 
except as allowed by subsequent federal guidelines. 

 
 Cost is established through prospective payment methods and is defined as the cost 

of services to Medicaid patients, less the amount paid by the State under the 
non-DSH payment provisions of the State Plan, plus the cost of services to indigent 
and uninsured patients, less any cash payments made by them. 

 
 DSHS will not exceed the DSH statewide allotment nor allow a hospital to exceed 

the DSH limit.  The following clarification of the process explains precautionary 
procedures.   

                    
 All the DSHS DSH programs' payments are prospective payments, and these 

programs are: LIDSH, MIDSH, GAUDSH, SRHAPDSH, SRHIAAPDSH, 
NRHIAAPDSH, THAPDSH (ends June 30, 2005), STHFPDSH (ends June 30, 
2005), CTHFPDSH (ends June 30, 2005) and PHDDSH.  

 
 DSH programs for which payments are fixed represent 97 percent of DSHS’ 

disproportionate share payments to hospitals. The other two DSH programs, MIDSH 
and GAUDSH, are paid on a by-claims basis.  To adjust for these unknowns in the 
MIDSH and GAUDSH, MAA uses claims data and estimates what expected 
expenditures would be paid during the current state fiscal year.  This estimate then 
becomes a part of the hospital’s cost limit. 

 
 The Medical Assistance Administration (MAA) will monitor payments monthly.  Each 

month, MAA will receive an MI Summary Report and GAU Summary Report from 
the Medicaid Management Information System (MMIS) identifying expenditures paid 
to each hospital under the MIDSH and GAUDSH programs.   
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G. DSH PAYMENTS (cont.) 
 
 Each month MAA will also receive the DSHS Allotment/Expenditure Transaction 

Register identifying the remaining DSH program expenditures.  The figures in these 
reports will be accumulated monthly to determine that hospitals have not exceeded 
the DSH limit.   

 
 If a hospital reaches its DSH limit, payments will be stopped.  The Department of 

Social and Health Services (DSHS) will determine the extent to which and how each 
DSH program is funded.  Any specific guidance that may be provided by the State 
legislature will be followed by DSHS.   

 
 If a hospital exceeds its DSH limit, DSHS will recoup the DSH payments in the 

following program order: PHDDSH, THAPDSH (ends June 30, 2005), CTHFPDSH 
(ends June 30, 2005), STHFPDSH (ends June 30, 2005), SRHAPDSH, 
NRHIAAPDSH, SRHIAAPDSH, GAUDSH, and LIDSH.  For example, if a hospital 
were receiving payments from all DSH programs, the overpayment adjustment 
would be made in PHDDSH to the fullest extent possible before adjusting 
THAPDSH payments.  If the DSH state-wide allotment is exceeded, DSHS will 
similarly make appropriate adjustments in the program order shown above. 

 
1. Low-Income Disproportionate Share Hospital (LIDSH) Payment 
 
 Hospitals shall be deemed eligible for a LIDSH payment adjustment if: 
  
 a. The hospital's Medicaid inpatient utilization rate (as defined in Section 

1923(b)(2)) is at least one standard deviation above the mean Medicaid 
inpatient utilization rate of hospitals receiving Medicaid payments in the 
State; or, 

 
 b. The hospital's low-income utilization rate (as defined in Section 1923 (b) (3)) 

exceeds 25 percent. 
 
 c. The hospital qualifies under Section 1923 (d) of the Social Security Act.  
 
 Hospitals deemed eligible under the above criteria shall receive disproportionate 

share payment amounts that in total will equal the funding set by the State's 
appropriations act for LIDSH.  The process of apportioning payments to individual 
hospitals is as follows: 
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G. DSH PAYMENTS (cont.) 

 
1. LIDSH Payments (cont.) 
 
 A single base payment is selected that distributes the total LIDSH appropriation.  For 

each hospital, the base payment is multiplied by the hospital’s low income utilization 
factor standardized to one, by the hospital's most recent Fiscal Year case mix index 
by the hospital's subsequent year's estimated admissions of Title XIX eligibles.  
Results for all hospitals are summed and compared to the appropriated amount. 

 
 If the sum differs from the appropriated amount, a new base payment figure is 

selected.  The selection of base payment figures continues until the sum of the 
calculated payment equals the appropriated amount. The appropriation amount may 
vary from year to year.  Each hospital's disproportionate share payment is made 
periodically. 

 
2. Medically Indigent Disproportionate Share Hospital (MIDSH) Payment   
 
 Effective July 1, 1994, hospitals shall be deemed eligible for a MIDSH payment if: 
 
 a. The hospital is an in-state or border area hospital; and, 

 
 b. The hospital provides services to low-income, Medically Indigent (MI) 

patients.  MI persons are low-income individuals who are not eligible for any 
health care coverage and who are encountering an emergency medical 
condition; and, 

 
 c. The hospital has a low-income utilization rate of one percent or more; and, 
 
 d. The hospital qualifies under Section 1923 (d) of the Social Security Act. 
 
 Effective through June 30, 2005, hospitals shall be deemed eligible for a MIDSH 

payment of claims for dates of service prior to July 1, 2003 if the payment is for 
services to MI patients provided prior to July 1, 2003. 
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G. DSH PAYMENTS (cont.) 
 
2. MIDSH Payments (cont.) 
 
 Hospitals shall be deemed eligible for a MIDSH payment of claims for services 

provided on or after July 1, 2003, only for Psychiatric Indigent Inpatient (PII) services 
and when requirements a. through d., above, are met.  PII services are for low-
income individuals who are not eligible for any health care coverage and require 
psychiatric medical care. 

  
 Hospitals qualifying for MIDSH payments will receive a periodic per claim payment.  

The payment is determined for each hospital by reducing the regular Medicaid 
payment by a ratable reduction factor and equivalency factor adjustment.  The 
ratable reduction is inversely proportional to the percent of a hospital's gross 
revenue for Medicare, Medicaid, Labor and Industries, and charity.  The equivalency 
factor reduction is a budget neutral adjustment applied to all hospitals.  The 
equivalency factor ensures that MIDSH payments will equal the State's estimated 
MIDSH appropriation level. 

 
 Effective for admissions on or after July 1, 1994, the payment is reduced further by 

multiplying it by 97 percent.  The resulting payment is directly related to the hospital's 
volume of services provided to low-income MI patients.  This payment reduction 
adjustment is applied to the MIDSH methodology established and in effect as of 
September 30, 1991 in accordance with Section 3(b) of the "Medicaid Voluntary 
Contributions and Provider-Specific Tax Amendment of 1991."  The emergency 
medical expense requirement (EMER) deductible is not part of the MIDSH actual 
payment and will be deducted pre or post pay from the department’s MI allowed 
amount (basic payment) to the hospital. 

 
3. General Assistance Unemployable Disproportionate Share Hospital (GAUDSH) 

Payment 
 
 Effective July 1, 1994, hospitals shall be deemed eligible for a GAUDSH payment if: 
 
 a. The hospital is an in-state or border area hospital; and, 
 
 b. The hospital provides services to low-income, General Assistance 

Unemployable (GAU) patients.  GAU persons are low-income individuals 
who are not eligible for any health coverage and who are encountering a 
medical condition; and, 
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G. DSH PAYMENTS (cont.) 
  
3. GAUDSH Payments (cont.) 
 

c. The hospital has a low-income utilization rate of one percent or more; and, 
 
 d. The hospital qualifies under Section 1923 (d) of the Social Security Act. 

                 
 Hospitals qualifying for GAUDSH payments will receive a periodic per claim 

payment.  For all hospitals, except public hospitals located in the State of 
Washington that are owned by public hospital districts and are not department 
approved and DOH certified as CAH, the Harborview Medical Center, and the 
University of Washington Medical Center, the payment is determined for each 
hospital by reducing the regular Medicaid payment by a ratable reduction factor and 
equivalency factor adjustment.  The ratable reduction is inversely proportional to the 
percent of a hospital's gross revenue for Medicare, Medicaid, Labor and Industries, 
and charity.  The equivalency factor reduction is a budget neutral adjustment applied 
to all hospitals.  For the excepted hospitals, the payment equals “full cost” using the 
Medicaid RCC to determine cost for the medically necessary care.  The equivalency 
factor insures that GAUDSH payments will equal the State's estimated GAUDSH 
appropriation level. 

 
4. Small Rural Hospital Assistance Program Disproportionate Share Hospital 

(SRHAPDSH) Payment 
 
 Effective July 1, 1994, hospitals shall be deemed eligible for a SRHAPDSH payment 

if: 
 

a. The hospital is an in-state (Washington) hospital; and 
 

b. The hospital provides at least one percent of its services to low-income 
patients in rural areas of the state; and 

  
 c. The hospital is a small, rural hospital, defined as a hospital with fewer than 

75 acute licensed beds and located in a city or town with a non-student 
population of 15,500 or less for state fiscal year (SFY) 2003 with this 
population standard to be increased by two percent each subsequent SFY; 
and 

 
 d. The hospital qualifies under Section 1923(d) of the Social Security Act. 
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G. DSH PAYMENTS (cont.) 

 
4. SHRHAPDSH Payments (cont.) 
 
 Hospitals qualifying for SRHAPDSH payments started earning payments under this 

plan July 1, 1994, from a legislatively appropriated pool.  The apportionment formula 
is based on each SRHAPDSH hospital's Medicaid and other low-income 
reimbursement during the most current state fiscal year less any low-income 
disproportionate share payments.   

 
 To determine each hospital's percentage of Medicaid payments, the sum of 

individual hospital payments is divided by the total Medicaid payments made to all 
SRHAPDSH hospitals during the most currently available state fiscal year. The 
percentage is then applied to the total dollars in the pool to determine each hospital's 
payment.   

  
 As of July 1, 2003, prior to calculation of the individual hospital’s percentage of 

payments, hospitals with a low profitability margin will have their total payments 
set at 110% of actual payments.  MAA will calculate each hospital’s net operating 
margin based on the most recent  annual audited financial statements from the 
hospital. 

 
 Each hospital's total DSH payments will not exceed a ceiling of 100 percent of the 

projected cost of care, except as allowed by federal guidelines.  
 
Cost is defined as the cost of services to Medicaid patients, less the amount paid by 
the State under the non-DSH payment provision of the State Plan, plus the cost of 
services to uninsured patients, less any cash payments made by them.  Dollars not 
allocated due to a hospital reaching its DSH limit are reallocated to the remaining 
hospitals in the SRHAPDSH pool.  The payments are made periodically.  
SRHAPDSH payments are subject to federal regulation and payment limits. 

 
5. Small Rural Hospital Indigent Adult Assistance Program Disproportionate Share 

Hospital (SRHIAAPDSH) Payment 

 
 Effective July 1, 2003, hospitals shall be deemed eligible for a SRHIAAPDSH 

payment if: 
 

a. The hospital is an in-state (Washington) hospital; and 
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G. DSH PAYMENTS (cont.) 
 
5. SHRHIAAPDSH Payments (cont.) 
 

b. The hospital provides at least one percent of its services to low-income 
patients in rural areas of the state; and 

   
c. The hospital is a small, rural hospital, defined as a hospital with fewer than 

75 acute licensed beds and located in a city or town with a non-student 
population of 15,500 or less for state fiscal year (SFY) 2003 with this 
population standard increased by two percent each subsequent SFY; and 

 
d. The hospital qualifies under Section 1923(d) of the Social Security Act; and 

 
e. The hospital provided services to low-income, Medically Indigent (MI) 

patients during the calculation base year.  MI persons are low-income 
individuals who are not eligible for any health care coverage and who are 
encountering emergency medical conditions.  

 
Hospitals qualifying for SRHIAAPDSH payments started earning payments under 
this plan July 1, 2003, from a legislatively appropriated pool.  The apportionment 
formula is based on each SRHIAAPDSH hospital's calculated costs for qualifying 
MI patients during the most currently available state fiscal year.  

 
To determine each hospital's percentage of MI payments, the sum of individual 
hospital calculated MI costs is divided by the total MI calculated costs of all 
SRHIAAPDSH hospitals during the most currently available state fiscal year. The 
percentage is then applied to the total dollars in the pool to determine each 
hospital's payment.  

 
 As of July 1, 2003, prior to calculation of the individual hospital’s percentage of 

calculated MI costs, hospitals with a low profitability margin will have their total 
calculated MI costs adjusted to 110% of calculated MI costs.  MAA will calculate 
each hospital’s net operating margins based on the most recent annual audited 
financial statements from the hospital. 

 
 Payments for SRHIAAPDSH will be made in conjunction with payments for 

SRHAPDSH. 
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PART II - METHODS AND STANDARDS FOR ESTABLISHING PAYMENTS FOR PSYCHIATRIC 
INPATIENT SERVICES PROVIDED IN HOSPITALS OPERATED BY THE STATE OF WASHINGTON 

 
 
A. INTRODUCTION 
 
 The State of Washington's Department of Social and Health Services through its Mental Health 

Division establishes systems for reimbursement of Medicaid psychiatric inpatient hospital 
services provided to eligible Medicaid patients in two state-operated psychiatric hospitals, 
Western State Hospital and Eastern State Hospital. This Part describes the reimbursement 
system for payment of these services. This system is used to reimburse for services provided on 
or after July 1, 1991. 

 
 The reimbursement systems described in this part is limited to the forgoing provider type and are 

not in replacement of, or substitution for, reimbursement methods for other facility types 
discussed in Part I of this plan attachment. 

 
 The reimbursement system's payments described in this Part are reasonable and adequate to 

meet the costs that must be incurred by efficiently and economically operated hospitals to provide 
services in conformity with applicable state and federal laws, regulations, and quality and safety 
standards. Payments are adequate to assure that recipients have reasonable access, taking into 
account geographic location and reasonable travel time, to inpatient psychiatric hospital services 
of adequate quality. 

 
 The standards used to determine payments take into account the situation of hospitals which 

serve a disproportionate number of low-income patients with special needs. 
 
 The reimbursement system employs the retrospective cost reimbursement method to determine 

hospital payments. The following plan specifies the methods and standards used to set this 
payment type, including: definitions; general reimbursement policies; methods for establishing 
retrospective cost reimbursement; upper payment limits; and administrative policies on provider 
appeal procedures, uniform cost reporting requirements, and audit requirements. 
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B. DEFINITIONS 
 
 The terms used in this plan are intended to have their usual meanings unless specifically defined 

in this section or otherwise in the plan. 
 
 1. Department 
 
  The Department of Social and Health Services. The department is the State of 

Washington's state Medicaid agency. 
 
  
 2. Division 
 
  Means the Mental Health Division of the Department. 
 
 
 3. HCFA 
 
  HCFA means the Department of Health and Human Services' Health Care Financing 

Administration. HCFA is the federal agency responsible for administering the Medicaid 
program. 

 
 
 4. Hospital 
 
  Hospital means an entity which is licensed as an psychiatric hospital in accordance with 

applicable State laws and regulations, and which is certified under Title XVIII of the 
federal Social Security Act. 

 
 
 5. Medicare Adjusted Per-diem 
 
  Means the aggregate Medicare Part A costs reported on the Medicare cost report divided 

by the total Medicare inpatient days reported in the same cost report. Aggregate 
Medicare costs exclude bad debts and incentive or penalty sums attributable to the 
Medicare patients reported in the cost report. 

 
 
 6. Medicare Cost Report 
 
  Means the annual cost report (Form 2552) filed each year by providers delivering 

Medicare services as psychiatric hospitals pursuant to 42 CFR 482.60. 
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B. DEFINITIONS (cont.) 
  

7. MHD 
 
  MHD means Mental Health Division of the Department. 
 
 
 8. Patient Participation 
 
  Means sums found at recipient eligibility determination to paid by the patient toward the 

cost of care delivered by the psychiatric hospital. 
 
 
 9. Uninsured Indigent Patient 
 
  Means an individual who receives hospital inpatient and/or outpatient services at a state 

psychiatric hospital and the costs of such services are subsidized by state appropriated 
funds because the individual has no or insufficient insurance or other resources to cover 
the costs of the services delivered. Medicaid patients of state psychiatric hospitals are 
considered fully insured through operation of retrospective reimbursement methods 
described in this plan part. 

 
 
C. GENERAL REIMBURSEMENT POLICIES 
 
 The following section describes the general policies governing the reimbursement system. 
 
 1. Retrospective Cost Reimbursement 
 
  Payments to state psychiatric hospitals for inpatient services are made on a retrospective 

cost basis. Under this method Medicaid costs derived from Medicare cost principles are 
compared to Medicaid interim payments and any differences are paid to or collected from 
the provider to insure that the final payment is equal to total allowable costs. 

 
 
 2. Outlier Payments 
 
  The payment methods of this Part exclude outlier payments because the provider is not 

obliged to provide care for which reimbursement is not available. 
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C. GENERAL REIMBURSEMENT POLICIES (cont.)  
 
 3. Transfer Policy 
 
  For a state psychiatric hospital transferring a recipient to another inpatient facility, the 

discharge day is claimed for Medicaid service. For a state psychiatric hospital receiving a 
recipient from another inpatient facility, the admission day is not claimed for Medicaid 
service. 

 
 
 4. Administrative Days Policy 
 
  Administrative days (42 CFR 447.2E3(b)(1)(B)) are those days of hospital stay wherein 

psychiatric inpatient level of care is no longer necessary, and an appropriate 
non-inpatient placement is not available. Administrative days are not reimbursed under 
the plan. 

 
 
 5. Medicare Crossover Policy 
 
  Medicare crossovers refer to hospital patients who are eligible for both Medicare Part A 

benefits and Medical Assistance. For recipients, the state considers the Medicare 
payment for each Medicare day to be payment in full. The state will pay the Medicare 
deductible and co-insurance related to the Medicare psychiatric inpatient hospital 
services. 

 
  In cases where the crossover recipient's Part A benefits including lifetime reserve days 

are exhausted or not otherwise available, the recipient will shift to full Medicaid status for 
all necessary future days until discharge. 

 
 
 6. Third-Party Liability Policy 
 
 For cases involving third-party liability (TPL), the recovery will be treated as Medicaid 

patient participation and subtracted from Medicaid interim reimbursement and final 
Medicaid settlement. 

 
 
D. RETROSPECTIVE COST REIMBURSEMENT METHOD 
 
 This section describes the methodology used for retrospective cost reimbursement for state 

psychiatric hospitals. 
 
 Interim payments to the psychiatric hospitals are made at hospital charge rates computed 

pursuant to Washington Administrative Code for charges to the general public for services 
delivered by these hospitals. Recipient patient participation identified at eligibility determination is 
subtracted from aggregate monthly hospital charges and the reduced sum is paid to the provider. 
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D. RETROSPECTIVE COST REIMBURSEMENT METHOD (cont.) 
  
 Total allowable cost for recipients is computed by multiplying the total Medicaid days by the 

Medicare Adjusted Per-diem. The product of the computation is reduced by the aggregate of 
patient participation, and the resulting remainder constitutes total allowable Medicaid costs. 

 
 Interim settlements are made upon the provider's completion of the Form HCFA 2552 for each 

fiscal year. Interim settlement is made by computing total interim payments (Medicaid days x 
hospital charge rate + interim ancillary charges - patient participation) for the fiscal period and 
comparing this amount to total allowable cost computed from Form HCFA 2552 (Medicare 
Adjusted Per-diem x Medicaid days - patient participation). If total allowable cost exceeds total 
interim payments addition payment is made to the hospital. If total interim payments exceed total 
allowable costs recovery of excess interim payments is made. 

 
 Final settlements are made upon the intermediary's determination of total allowable Medicare 

costs on Form HCFA 2552 for each fiscal year. Final settlement is made by computing total 
interim payments (Medicaid days x hospital charge rate + interim ancillary charges - patient 
participation) for the fiscal period and comparing this amount to total allowable cost computed 
from Form HCFA 2552 (Medicare Adjusted Per-diem x Medicaid days - patient participation). If 
total allowable cost exceeds total interim payments addition payment is made to the hospital. If 
total interim payments exceed total allowable costs recovery of excess interim payments is made. 
Final settlement will be adjusted for all prior interim settlements and all subsequent adjustments 
made due to successful appeals to Medicare Intermediary determinations. 

 
 
E. DISPROPORTIONATE SHARE PAYMENTS 
 
 As required by Section 1902 (a) (13) (A) and Section 1923 (a) (1) of the Social Security Act, the 

Medicaid reimbursement system takes into account the situation of hospitals which serve a 
disproportionate number of low-income patients with special needs by making a payment adjust 
for eligible hospitals. A hospital will receive the following disproportionate share hospital (DSH) 
payment adjustments if the hospital meets the eligible requirements. 
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E. DISPROPORTIONATE SHARE PAYMENTS (cont.) 
 
 1. State psychiatric hospitals will be deemed eligible for disproportionate share payment 

adjustment if its Medicaid patient day utilization is at least one percent and if: 
 
  a. The hospital's Medicaid inpatient utilization rate (as defined by Section 

1923(b)(1)(A)) is at least one standard deviation above the mean state Medicaid 
inpatient utilization rate of hospitals receiving Medicaid payments in the State; or 

 
  b. The hospital's low-income utilization rate (as defined by Section 1923(b)(1)(B)) 

exceeds 25 percent. 
 
 
 2. The disproportionate share adjustment for inpatient payments as determined under this 

section of the state plan shall be equal to the lesser of annual net costs of 
uncompensated services delivered to uninsured indigent patients by each facility as 
defined below, or each facility's proportionate residual of the annual federal allotment for 
disproportionate share adjustment payments after subtraction of such payments from the 
annual federal allotment made under provisions of Part I of this plan attachment. 

 
  a. Annual costs of services delivered to uninsured indigent patients by a facility in a 

state fiscal year are the product of multiplication of aggregate facility per-diem by 
total annual inpatient days attributable to uninsured indigent individuals. 
Aggregate facility per-diem is the quotient of dividing total facility operating 
expenses by total facility inpatient days reported in Medicare cost report HCFA 
Form 2552-92 in Worksheet B-1. Total facility operating expenses are those 
reported in HCFA Form 255292, Worksheet G-2. Identification of uninsured 
indigent patients will be determined with statistical sampling methods as 
described in the Supplement to this Plan Part. 

 
   Annual net costs of uncompensated services delivered to uninsured indigent 

patients by a facility in a state fiscal year is the residual of total aggregate annual 
cost of such patients as defined above, reduced by total revenue received from 
or on behalf of such patients. This revenue is the amount reported by the 
department's Office of Financial Recovery as total revenue from all sources but 
excluding regular Medicaid revenue and receipts of disproportionate share 
adjustment payments under this plan part, and also excluding Washington State 
general fund subsidies. Revenue received from or on behalf of uninsured 
indigent patients will be determined with statistical sampling methods as 
described in the Supplement to this Plan Part. 
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PART II - METHODS AND STANDARDS FOR ESTABLISHING PAYMENTS FOR PSYCHIATRIC 
INPATIENT SERVICES PROVIDED IN HOSPITALS OPERATED BY THE STATE OF WASHINGTON 
(cont.) 
 
 
E. DISPROPORTIONATE SHARE PAYMENTS (cont.) 
 
  b. For purposes of state fiscal year 1995 under the Omnibus Budget Reconciliation 

Act of 1993, the amounts computed as annual net costs of services delivered to 
uninsured indigent patients at Western State Hospital will be doubled, to compute 
1995 aggregate annual cost, provided that the Governor of the State of 
Washington makes certification acceptable to HCFA that the minimum amount 
will be used for health services, and further provided that this facility is found to 
have rendered the greatest number of Medicaid inpatient days of all Medicaid 
inpatient providers in the state during state fiscal year 1994. 

 
 
 3. The disproportionate share adjustment payments shall be made to each hospital in two 

installments for each federal fiscal year, as described below. 
 
  a. The initial installment payment will be the prorated appropriated disproportionate 

share funding plan for each psychiatric hospital for the state fiscal year but no 
more than 95 percent of the costs of net uncompensated services. to uninsured 
indigent patients as defined in 2. above for the state fiscal year which ended prior 
to the beginning of the federal fiscal year and will be paid in the second quarter of 
each federal fiscal year. The combined appropriated Medicaid disproportionate 
share hospital payments funding plan shall be prorated between the facilities 
based on total costs of uncompensated services delivered to uninsured indigent 
patients as computed above. 

 
  b. The final installment will be paid within 120 days after the end of the federal fiscal 

year, and will be charged against the annual federal allotment for 
disproportionate share adjustment payments for the prior federal fiscal year as 
provided in federal regulations. This final installment will be equal to the lesser of; 
(A) the residual of costs of uncompensated services delivered to uninsured 
indigent patients for each facility after subtraction of the initial installment paid 
under a. above for the state fiscal year that ended prior to the beginning of the 
federal fiscal year, or; 
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PART II - METHODS AND STANDARDS FOR ESTABLISHING PAYMENTS FOR PSYCHIATRIC 
INPATIENT SERVICES PROVIDED IN HOSPITALS OPERATED BY THE STATE OF WASHINGTON 
(cont.) 
 
 
E. DISPROPORTIONATE SHARE PAYMENTS (cont.) 
 
  (B) the residual of the remaining balance in the federal allotment for state 

disproportionate share adjustment payments for the fiscal year, after subtraction from the 
federal allotment, (i), the initial installment payments paid under a. above and, (ii), 
disproportionate share payments made under terms of Part I of this plan attachment.  In 
the event the final installment adjustment payment is limited by the residual of the federal 
allotment, the payment will be apportioned between the facilities based on the ratio of the 
facilities’ initial installment payment. 

 
F. CUSTOMARY CHARGE PAYMENT LIMITS 
 
 As required by 42 CFR 447.271(4) total Medicaid payments to each hospital for inpatient hospital 

services to Medicaid recipients shall not exceed the hospital's customary charges to the general 
public for the services. The state may recoup amounts of total Medicaid payments in excess of 
such charges. 

 
 As permitted by 42 CFR 447.271(b) customary charge limitations will not apply to public providers 

who provide services at a nominal charge. 
 
G. ADMINISTRATIVE POLICIES 
 
 1. Provider Appeal Procedures 
 
  State psychiatric hospitals appeal all Medicare cost controversies within applicable 

Medicare appeal procedures. All results of these appeals will be processed within the 
Medicaid reimbursement method as provided under Retrospective Cost Reimbursement 
Method above. 

 
 2. Uniform Cost Reporting Requirements 
 
  State psychiatric hospitals are required to complete and submit a copy of their annual 

Medicare cost reports (HCFA 2552).  In addition, these hospitals are required to submit 
other financial information as required by the MHD. 

 
 3. Financial Audit Requirements 
 
  State psychiatric hospital Medicare cost reports and accounting records are subject to 

audit by:  (i) the Medicare intermediary, (ii) the Washington State Auditor, and (iii) the 
Internal Auditor of the Department. 
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DISPROPORTIONATE SHARE HOSPITAL PAYMENTS - STATE PSYCHIATRIC HOSPITALS, 
STATISTICAL SAMPLING PLAN 

 
 
Purpose: Using statistical means described in this sampling plan the Mental Health Division (MHD) will 
measure the net uncompensated costs of services delivered to uninsured indigent patients of state owned 
psychiatric hospitals. The resulting value will be paid as Medicaid Disproportionate Share Hospital 
payments to the hospitals. 
 
Sampling Theory: Variables Estimation Sampling as implemented with computer software devised by 
U.S. Department of Health and Human Services, Office of Inspector General, Office of Audit Services. 
This software is named "RAT-STATS." 
 
A thorough discussion of Variables Estimation Sampling is found in Sampling Methods for Auditors, an 
Advanced Treatment; by Herbert Arkin 1982, McGraw-Hill. 
 
 
 
Definitions 
 
Institutions of Universe: 
Eastern and Western-State Hospitals are the topic of the sampled universe and will be treated as 
individual estimation entities under this sampling plan. 
 
 
Potentially Uninsured Patients (PUP): 
PUP are all patients in the psychiatric hospitals between the ages of 21 and 65.  Patients in other age 
groups are considered to be potentially insured through operation of the federal medical programs of 
Medicare and Medicaid. 
 
 
Sample period: 
Each fiscal year beginning on July 1 and ending on the subsequent June 30 of the following year is a 
separate sample period. 
 
 
Sample unit: 
Each separate psychiatric hospital inpatient day of PUP is the sample unit. The sample unit is 
abbreviated as PUPD. The cost of each PUPD is the per diem computed by dividing total days into total 
costs. The net cost of a PUPD is the per diem minus all revenue attributable to that day. 
 
 
Hospital stay: 
All the PUPD are confined within PUP hospital stays. A hospital stay is defined as one or more 
consecutive inpatient days (count day of admission but not day of release). The stay begins with the first 
day of the fiscal year if the patient was in residence on the last day of the prior fiscal year, or it begins with 
the first day the patient becomes age 22 if the patient was in residence on the last day they were age 21 
or it begins with the day of admission.
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DISPROPORTIONATE SHARE HOSPITAL PAYMENTS - STATE PSYCHIATRIC HOSPITALS, 
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Definitions (cont.) 
 
The stay ends with the last day of the fiscal year if the patient was in residence on the first day of the 
following fiscal year, or it ends with the last day the patient was aged 64 if they were in residence on the 
first day they became aged 65, or it ends when the patient is released for any reason and is not in 
residence at the midnight census. 
 
 
Sample Population (also Sample Universe): 
The sample universe or population is the total of PUPDs in each hospital for a fiscal year. 
 
 
Population Array: 
The purpose of the population array is to arrange the universe in such a fashion that any natural biases 
are removed. To this end the array will be fashioned in a two-step process. In step one, each PUP stay 
will be arranged in an ascending hierarchy by three orders of sort. The first sort level will be the PUP stay 
date of admission for the stay, the next sort criteria will be the date of release (if patient still in residence 
when population is identified the date of computer run will be last day for array purposes), and the final 
sort will the alphabetical sort of PUP names. In the second step, each day in each stay beginning with the 
first day of the first stay arranged in step 1 and ending with the last day of the last stay will be assigned a 
consecutive population number, beginning with number 1. As test of accuracy the total days in the stays 
listed in step 1 will be compared to the final population day consecutive number in step 2. They should be 
the same. 
 
 
Sample Selection: 
Samples will be selected randomly with FIAT-STATS random number generator. 
 
 
Sample size: 
Samples will be selected to a 95% confidence level with RAT-STATS. 
 
 
Countable revenue: 
Countable revenue will be all revenue received from or on behalf of each PUPD. In event revenue is 
received that is not identified to specific days, it will be prorated by the number of days in the stay. If 
payments are encountered that cover more than one stay it will be prorated over the days reported in the 
payment document. 
 
 

Sampling Process: 
 

The universe will be devised with computer capabilities from MHD database of all PUP having hospital 
stays in each hospital. The universe will be arrayed and numbered with sample numbers as described in 
definitions above. RAT-STATS random number generator will be used to select 500 samples. 
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Sampling Process (cont.) 
 
A pre-sample will be the first 50 random selections. The pre-sample will be reviewed for PUPD net 
uncompensated costs as defined below and is results will be processed through RAT-STATS to compute 
a standard deviation. The pre-sample standard deviation will be used in RAT-STATS to identify a sample 
size at the 95o confidence level. Additional samples will be selected from the 500 random samples in 
sequential order from the pre-sample end point to be added to the pre-sample to reach the computed 
95% sample size. The added samples will be reviewed as described below. Each sample will show: 
 
 a. Sample number  b. Sample service date (sample unit) 
 c. Patient record number d. Patient name 
 e. Admission date  f. Release date 
 g. Stay from date  h. Stay to date 
 i. Days of stay 
 

Review process: 
 
All selected samples will be reviewed for patient revenue by OFR and revenue will be reported for each 
sampled PUPD as either i. insurance proceeds or ii. all other revenue. 
 
 

Estimation computation: 
 
Costs for each selected sample unit (PUPD) will be the per diem for the hospital attributable to the 
reimbursement year. The total countable revenue for each PUPD will be subtracted from the per diem to 
compute net uncompensated costs of each PUPD. 
 
The net uncompensated costs of all sampled PUPDs will be accumulated and divided by the total units or 
the sample to compute the mean PUPD sample value of net uncompensated costs of services to 
uninsured patients. The mean hospital PUPD sample value will be multiplied by the grand total of PUPD 
in the universe to compute mid-point of the estimation range. 
 
 

Estimation evaluation: 
 
The detail of estimation computation will be examined by RAT-STATS to compute upper and lower 
estimation amounts at the 95% confidence level.  If the resulting estimation precision is greater than 10% 
of the mid-point, additional samples will be selected and reviewed in 25% increments of the 95% 
confidence level sample size until the original sample size has been doubled. If at that point, the 
estimation precision remains above 10%, the mid-point of the estimate will become the final value for 
purposes of the goal. 
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DISPROPORTIONATE SHARE HOSPITAL PAYMENTS - STATE PSYCHIATRIC HOSPITALS, 
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Estimation Evaluation (cont.) 
 
The net costs of uncompensated services delivered to uninsured patients at Western State Hospital 
(WSH) is predicted to be $75 million and Eastern State Hospital (ESH) is assumed to be about 1/3 of 
Western's value.  
 
Both hospitals have average occupancy of over 90%. 
 
The average length of stay in each hospital will be over 90 days. 
 
WSH is predicted to have about 150,000 PUPDs (sample units) and ESH is predicted to have 65000 
PUPDs. 
 
ESH and WSH are separate Medicaid providers, with different per diem rates, necessitating separate 
sample entities. 
 
The federal Medicaid DSH allotment for F/Y 95 will be low enough that the 200% transition factor will 
cause costs to exceed the limit, thus some of the transition costs and sample estimation at midpoint will 
not be needed to achieve the federal ceiling. 
 
Patients in rare cases receive large payments (tort recoveries, retroactive insurance payments, estate 
settlements, etc.) that will exceed the cost of the stay being sampled. The value above 100% of the costs 
of the sample PUPD will be assumed to belong to stays and days outside the sample and excluded from 
the estimation computations. 
 
Crude estimates predict that about 60% of PUP have no insurance or other resources, about 30% of the 
PUP have minor insurance coverage, about 2% have significant insurance resources, and the remainder 
require review of patient documentation on an individual basis to determine insurance status. 
 
The federal medical programs of Medicare and Medicaid operate to fully cover costs of patients eligible 
for both. Patients eligible for only Medicare will be fully insured to the extent that they have not reached a 
spell of illness limit or lifetime inpatient psychiatric limits. Most Medicare only patients have achieved one 
of these limits due to the nature of their illness as reflected in the extended average length of stay. 
 
If the PUPD revenue records are reviewed 6 months or more after the end of the sample period, it can be 
assumed that no significant revenue receivables exist, and that no significant revenue reversals remain 
unprocessed. 
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 

OTHER TYPES OF CARE OR SERVICE LISTED IN SECTION 1905 (A) OF THE ACT THAT IS 
INCLUDED IN THE PROGRAM UNDER THE PLAN. 

 
I. General 

 
A. The state agency, the Department of Social and Health Services (department), will 

take whatever measures are necessary to assure appropriate audit of records 
wherever reimbursement is based on costs of providing care or service, or fee plus 
cost of materials. 

 
B. The department maintains data indicating the allowed charges for claims made by 

providers.  Such data will be made available to the Secretary of Health and Human 
Services upon request. 

 
C. Payment methods are identified in the various sections of Attachment 4.19-B, and 

are established and designed to enlist participation of a sufficient number of 
providers in the program so that eligible persons can receive the medical care and 
services included in the plan at least to the extent these are available to the general 
population.  Payment for extraordinary items or services under exception to policy 
is based upon department approval and determination of medical necessity. 

 
D. Participation in the program is limited to providers of services who accept, as 

payment in full, the amounts paid in accordance with the fee structure. 
 

E. State payment will not exceed upper limits as described in regulations found in 42 
CFR 447.300 through 447.371.  Any increase in a payment structure that applies to 
individual practitioner services is documented in accordance with the requirements 
of 42.CFR 447.203. 

 
F. Providers, including public and private practitioners, are paid the same rate for 

the same service, except when otherwise specified in the State Plan. 
 

 
 
 
 
 
 

_____________________________________________________________________________ 
TN# 03-019   Approval Date 11/3/04   Effective Date 8/11/03 
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OTHER TYPES OF CARE OR SERVICE LISTED IN SECTION 1905 (A) OF THE ACT THAT IS 
INCLUDED IN THE PROGRAM UNDER THE PLAN (cont.) 

 
 
II. Clinic Services 

 
A. Unless otherwise specified in this section, Medicaid provider clinics are 

reimbursed at a fee-for-service rate established by the state.   
 
Specialized clinics are reimbursed only for services the clinic is approved to 
provide. 

 
B. Unless otherwise specified in this section, Medicaid provider clinics are 

reimbursed at a fee-for-service rate established by the state.  Specialized clinics 
are reimbursed only for services the clinic is approved to provide. 

 
Dialysis Services:  Effective September 1, 2002, reimbursement for hemodialysis 
and Intermittent Peritoneal Dialysis is provided under a statewide composite rate 
of $197.45 and is limited to 14 sessions per calendar month.  Reimbursement for 
Continuous Ambulatory Peritoneal Dialysis (CAPD) and Continuous Cycling 
Peritoneal Dialysis (CCPD) is provided under a statewide composite rate of 
$84.62 and is limited to one session per day, not to exceed 31 per calendar 
month.  The composite rate includes all standard equipment, supplies, and 
services necessary for dialysis.  Future vendor rate increases will be reflected in 
future state plan amendments.   

 
Dialysis services provided by freestanding facilities are clinic services and are 
reimbursed according to the provisions of 42 CFR 447.321. 

 
C. Rural Health Clinics 
 

Effective January 1, 2001, the payment methodology for Rural Health Clinics 
(RHCs) conforms to Section 702 of the Medicare, Medicaid, and SCHIP Benefits 
Improvement and Protection Act (BIPA) of 2000.  Under BIPA 2000, all RHCs 
that provide services on or after January 1, 2001 and each succeeding year are 
reimbursed on a prospective payment system (PPS) or an accepted alternative 
methodology. 

 
BIPA 2000 allows for payment to an RHC using an alternative methodology to 
the PPS, as long as the alternative methodology results in a payment to the clinic 
that is at least equal to the PPS payment rate.   
 
This alternative methodology must be agreed to by the State and the RHC, and 
documentation of each clinic’s agreement must be kept on file by the State.  If an 
individual RHC does not agree to be reimbursed under this alternative 
methodology, the RHC will be paid under the BIPA PPS methodology.   

____________________________________________________________________________ 
TN# 03-019   Approval Date 11/3/04   Effective Date 8/11/03 
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II. Clinic services (cont.) 
 

Effective for dates of service January 1, 2001 through December 31, 2001, each 
RHC agreed to an alternative methodology that provided payments at least equal 
to the amount the clinic was entitled to under BIPA PPS 

 
Effective for dates of service on and after January 1, 2002, the State fully 
implemented the PPS methodology as described in BIPA 2000. 

 
Using the PPS methodology, the payment is set prospectively using a weighted 
average of 100 percent of the clinic’s total reasonable costs for all Medicaid-
covered services as defined in the State Plan for calendar years 1999 and 2000, 
and adjusted for any increase or decrease in the scope of services furnished 
during calendar year 2001, to establish a separate encounter rate.  A clinic may 
choose to allocate applicable costs and encounters to specific services such as 
dental, mental health, etc., and establish a separate encounter rate for these 
services.  A base encounter rate for these services will be set in the same 
method.  The encounter rates are determined using Medicare’s audited cost 
reports, and each year’s rate is weighted by the total reported encounters.  The 
formula used to calculate the base encounter rate is as follows: 

 
Base Encounter Rate= (1999 Rate*1999Encounters)+(2000 Encounters)   

     (1999 Encounters+ 2000 Encounters) 
 

A change in scope of service is defined as a change in the type, intensity, 
duration and/or amount of services.  A change in the scope of service will occur: 
if (1) the clinic adds or drops any service that meets the definition of RHC service 
as defined in section 1905(a)(2)(B) of the Social Security Act; and, (2) the service 
is included as a covered Medicaid service as described in the State Plan 
Amendment.   
 
The clinic is responsible for notifying the RHC Program Manager in writing of any 
changes during the calendar year, no later than 60 days before the effective date 
of the change.  Within 60 days of notification, the State will verify the change 
meets the definition of change of scope of service.   

 
If the change represents a decrease in scope of service, the State will recalculate 
the base encounter rate by decreasing it by the average cost per encounter 
detailed in the clinic’s 1999 and 2000 cost reports.   
 
 

 
 

____________________________________________________________________________ 
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II. Clinic Services (cont.) 

 
If the change represents an increase in scope of service, the State will 
recalculate the base encounter rate on an interim basis by increasing it by the 
average statewide cost per encounter as detailed in the 1999 and 2000 cost 
reports from other clinics that provide the service.   

 
This interim rate will be effective the date the new service is implemented and 
fully available to Medicaid clients.  Once the clinic can demonstrate its true costs 
of providing the service, it must submit adequate documentation of the costs to 
the State.  The State will perform a desk review of the costs to determine if the 
costs are reasonable and necessary, and adjust the interim rate by the accepted 
cost per encounter to establish a final encounter rate. 

 
Beginning in calendar year 2002 and any year thereafter, the encounter rate is 
increased by the percentage increase in the Medicare Economic Index (MEI) for 
primary care services, and adjusted for any increase or decrease within the 
clinic’s scope of services.  The MEI for primary care services is applied to all 
types of encounter rates established for the clinic. 

 
Rural Health Clinics receiving their initial designation after January 1, 2001, are 
paid an average encounter rate of other clinics located in the same or adjacent 
area with a similar case load, on an interim basis until the clinic’s first audited 
Medicare cost report is available.   
 
Once the audited report for the clinic’s first year is available, the new RHC’s 
encounter rate is set at 100% of its costs as defined in the cost report.   The new 
RHC will receive this rate for the remainder of the calendar year during which the 
audited cost report became available, and will receive the MEI increase each 
year thereafter using the defined methodology. 
 
For clients enrolled with a managed-care contractor, the State will pay the clinic a 
supplemental payment on a per-member-per-month basis, in addition to the 
amount paid by the managed-care contractor, to ensure the clinic is receiving the 
full amount it is entitled to under the PPS methodology. 
 
 
 
 
 

____________________________________________________________________________ 
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II. Clinic Services (cont.) 
 

 The supplemental payment is the difference between the payments the clinic 
received from the managed-care contractor and the payments the clinic would 
have received under the PPS methodology.  This supplemental payment is paid 
at least every four months.  Until the State obtains final audited cost reports for 
1999 and 2000 for all RHCs, and establishes final base encounter rates, the 
clinics are paid using an interim encounter rate comprised of the most current 
available cost information. 

 
The State will perform a reconciliation and settle any overpayments or 
underpayments made to the clinics, retroactive to January 1, 2002.  

 
Covered services for Medicaid-Medicare patients are reimbursed as detailed in 
Supplement 1 to Attachment 4.19 (B), pages 1, 2, and 3.  

 
C.  Non-hospital-owned Freestanding Ambulatory Surgery Centers 

 
Freestanding ambulatory surgery centers (ASC) are reimbursed a facility fee 
based on Medicare’s Grouper, except for procedures Medicare has not grouped; 
in which case, DSHS groups the service to a like procedure that Medicare has 
grouped.    
 
All procedures that the department reimburses to an ASC are assigned a grouper 
of one through eight (1-8).  Each of these groupers is assigned a set fee.  The 
department pays the lesser of the usual and customary charge or the grouper fee 
based on a department fee schedule.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

_____________________________________________________________________________ 
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III. Physician Services 
 
A. For physician services the department pays the lesser of the usual and 

customary charge or a fee based on a published department fee 
schedule.  The usual and customary charge is the fee charged by a 
physician to his/her patients.  All physicians, including public and private 
practitioners, are paid the same rate for the same service. 

 
B. Maximum allowable fees are established and updated using the 

Resource Based Relative Value Scale (RBRVS) methodology as adopted 
in the Medicare Fee Schedule Data Base (MFSDB). 

 
The MFSDB relative value units (RVU) are geographically adjusted each 
year by the statewide average Geographic Practice Cost Indices (GPCI) 
for Washington State as published annually in the Federal Register.  The 
adjusted RVU are multiplied by a service-specific conversion factor to 
derive a fee for each procedure.   

   
The department currently has unique conversion factors for Children’s 
primary health care services, including office visits and EPSDT screens; 
Adult primary health care, including office visits; Maternity services, 
including antepartum care, deliveries, and postpartum care; Anesthesia 
services; Laboratory services; Radiological services; Surgical services; 
Consultations; etc.  The department establishes budget neutrality each 
year when determining its conversion factors, then updates the 
conversion factors by any increase or decrease mandated by the 
Legislature.   
 

 
C. When no MFSDB RVU exists, the department may apply a set fee to the  
 procedure or determine payment based on documentation by the 

provider.  The department determines a set fee for drugs administered in 
the provider’s office based on a percentage of the Average Wholesale 
Price (AWP) as determined by Medicare.  The department determines a 
set fee for those professional procedures without an assigned RVU by 
either assigning a proxy RVU based on similar procedures, or by 
reviewing the medical documentation of the procedure and paying a 
percentage of the provider’s usual and customary charge.  Those 
procedures without RVU’s are updated annually with publication of the 
MFSDB RVU in the Federal Register. 
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III. Physicians Services (continued) 

 
D. Trauma Center Physician Services - Trauma Centers are designated by the 

State of Washington Department of Health (DOH). 
 
Trauma center physician services are paid using an enhanced payment 
based on the trauma care fund established by the State of Washington in 
1997 to improve the compensation to physicians and designated trauma 
facilities for care to Medicaid trauma patients.  Currently, the fund is 
providing reimbursements at an increased percentage of the base 
Medicaid rate for physician services provided under fee-for-service to 
trauma patients with an Injury Severity Score (ISS) that meets or exceeds 
the threshold set by the department.  The additional payment is paid as 
the claim for the case is paid, and is not a lump-sum supplemental 
payment.  The percentage enhancement is reviewed and adjusted 
annually based on the amount of trauma care funds available and the 
volume of trauma cases eligible for the higher reimbursement. 

 
E. Out-of-State Physician-related Care. 
 

For medically necessary treatment of emergencies that occur while a client 
is out-of-state, DSHS pays the lesser of the usual and customary charge 
or a fee based on a published department fee schedule.   

 
 For physician related services in those instances when DSHS makes  

referrals to out-of-state hospitals, after MAA’s Medical Director or designee 
approved an Exception to Rule for the care not available instate: 

 
1.  In absence of a contract, DSHS pays the lesser of the usual and 

customary charge or a fee based on a published department fee 
schedule.   

 
2.  When DSHS is successful negotiating a contract for such services, the 

services are paid using a negotiated contract rate.  DSHS first negotiates for 
the rate mentioned above, then for the lesser of the usual or customary 
charge or the other state’s Medicaid or Medicare rate, and finally for the best 
rate possible beyond the other tiers. 
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IV. Pharmacy Services 
 

A.  General Information: 
 

1. The department reimburses only for prescription drugs provided by 
manufacturers that have a signed drug rebate agreement with the 
Department of Health and Human Services (HHS).   

 
Prescriptions for drugs may be filled and refilled at the discretion of the 
prescriber.  For those drugs specified by the department, prior approval is 
required. 

 
2. Payment for drugs purchased in bulk by a public agency is made in 

accordance with governmental statutes and regulations governing such 
purchases. 

 
3. Each Medical Assistance client is granted the freedom to choose his or 

her source of medications, except when the client is covered under a 
managed care plan that includes the drug benefit. 
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B. Upper Limits for Multiple-Source Drugs: 
 

1. The reimbursement amount for a multiple-source drug for which CMS has 
established a specific federal upper limit (FUL) will be adopted except 
when the FUL is lower than the pharmacies’ actual acquisition cost for 
products available in Washington state.   

 
Based on information provided by representative pharmacy providers, a 
maximum allowable cost (MAC) is chosen.   

 
The chosen MAC is the lowest amount sufficient to cover in-state 
pharmacies’ actual acquisition cost.  Payments for multiple-source drugs 
for which CMS has set upper limits do not exceed, in the aggregate, the 
prescribed upper limits plus reasonable dispensing fees. 

 
2. The department may establish a MAC for other multiple-source drugs that 

are available from at least three manufacturers/labelers.  The MAC 
established does not apply if the prescriber certifies that a specific brand 
is “medically necessary” for a particular client. 

 
3.  Automated maximum allowable cost (AMAC) pricing applies to multiple-

source drugs which are not on CMS’s federal upper limits (FUL) list or the 
department’s MAC list but are produced by three or more 
manufacturers/labelers, at least one of which has signed a federal drug 
rebate agreement.  AMAC reimbursement for all products within a generic 
code number sequence is at the estimated acquisition cost (EAC) of the 
third lowest priced product in that sequence, or the EAC of the lowest  
priced drug under a federal rebate agreement in that sequence, 
whichever is higher.  AMAC is recalculated each time there is a pricing 
updates to any product in the sequence. 

 
4. The department will determine EAC by periodically determining the 

pharmacies' average acquisition costs for a sample of drug codes. The 
average cost will be based on in-state wholesalers' published prices to 
subscribers, plus an average upcharge, if applicable.  
 
The department will pay the EAC for a multiple source product if the EAC 
is less than the MAC/AMAC established for that product. 
 
 
 
 
 
 

____________________________________________________________________________ 
TN#03-021   Approval Date 11/4/01   Effective Date 7/1/03 
Supercedes 
TN#03-019 
 



REVISION                                                 ATTACHMENT 4.19-B 
                                Page   10 

 
STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

 
STATE: ____________WASHINGTON______________ 

________________________________________________________________________ 
   
IV.  Pharmacy Services (cont.) 
 

C. Upper Limits for "Other" drugs: 
 

1. An "other" drug is defined as a brand name (single source) drug, a 
multiple-source drug where significant clinical differences exist between 
the branded product and generic equivalents, or a drug with limited 
availability. 

 
2. Payments for "other" drugs are based on Average Wholesale Price 

(AWP) less a specified percentage. AWP is determined using price 
information provided by the drug file contractor.  

 
3. See Supplement A for current EAC percentages.  
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IV.  Pharmacy Services (cont.) 
 

D. Dispensing Fee Determination: 
 

1. The department sets pharmacy dispensing fees based on results of 
periodic surveys. 

 
2. The current dispensing fee payment system is multi-tiered. The 

dispensing fee paid to a pharmacy depends upon that pharmacy's total 
annual prescription volume (both Medicaid and non-Medicaid), as 
reported to the department. The exception to this is the contracted mail-
order delivery service for prescription drugs; the dispensing fee is agreed 
upon during the Request For Proposal (RFP) process. 

 
3. Pharmacies providing unit dose delivery service are paid the department's 

highest allowable dispensing fee for unit dose prescriptions dispensed. All 
other prescriptions filled by these pharmacies are paid at the dispensing 
fee level applicable to their annual prescription volume.  The exception to 
this is the contracted mail-order delivery service for prescription drugs; 
the dispensing fee is agreed upon during the Request For Proposal (RFP) 
process. 

 
4. A dispensing fee is paid for each ingredient in a compound prescription. 

 
5. See Supplement A for current dispensing fees. 
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IV.   Pharmacy Services: (continued) 

 
E. Mail Order Delivery Service for Prescription Drugs 

 
The state contracts for a mail-order delivery service for prescription drugs 
through a competitive bid process. This service is available to all fee-for-
service Medicaid clients statewide. Clients have the option of having 
prescriptions filled at either a local retail outlet of their choice or by the 
mail-order contractor.  All policies and procedures that apply to retail 
pharmacies also apply to the mail-order contractor, except for the 
following: 

 
1. The mail-order contractor is reimbursed at a mutually agreed upon level 

that is less than reimbursement provided to local retail pharmacies; and 
    

2. If authorized by the prescriber, the mail-order contractor may dispense 
the following drugs in up to a ninety-day supply: 

 
a. Preferred drugs identified by the state; 

 
b. Generic drugs; and 
 
c. Drugs that do not require prior authorization or expedited prior 

authorization. 
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 
OTHER TYPES OF CARE OR SERVICE LISTED IN SECTION 1905 (A) OF THE ACT THAT IS 
INCLUDED IN THE PROGRAM UNDER THE PLAN (cont.) 

 
 
V. Medically Necessary Durable Medical Equipment and Supplies, and Medically Necessary 

Non-Durable Medical Equipment and Supplies  
 

 Qualified providers under the home health benefit are paid for covered medically 
necessary durable medical equipment and supplies (DME) and medically 
necessary non-durable medical equipment and supplies (Non-DME), repairs, and 
related services provided to eligible clients.  The department pays the lesser of 
the usual and customary charge or a fee based on a department fee schedule.  

 
Items not included on the uniform fee schedule are not covered.  Requests for 
non-covered items will be reviewed according to the department’s “Exception to 
Rule” guidelines. 

 
The department does not pay DME providers separately for services in this 
category that are included as part of the payment for another treatment program.  
For example, all items required during in inpatient stay are paid through the 
inpatient payment. 

 
The department’s reimbursement for covered DME includes any adjustments or 
modifications to the equipment that are required within three months of the date 
of delivery (not to include adjustments related to a change in the client’s medical 
condition), fitting and set-up, and instruction to the client or client’s caregiver in 
the appropriate use of the equipment and/or supplies. 
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 
OTHER TYPES OF CARE OR SERVICE LISTED IN SECTION 1905 (A) OF THE ACT THAT IS 
INCLUDED IN THE PROGRAM UNDER THE PLAN (cont.)) 

 
 
VI. Dental Services and Dentures 

 
A.  The department pays directly to the specific provider the lesser of the usual and 

customary charge or a fee based on a department fee schedule, for dental 
services and dentures provided within their specific scope of practice by dentists, 
dental hygienists, and denturists throughout the state. There are no geographical 
or other variations in the fee schedule. 

 
B.  The usual and customary charge is defined as that fee usually charged for a 

given service by an individual dentist, dental hygienist, or denturist to private 
patients (i.e., that provider’s usual fee) and which fee is within the range of usual 
fees charged by dentists, dental hygienists, or denturists of similar training and 
experience.
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 
OTHER TYPES OF CARE OR SERVICE LISTED IN SECTION 1905 (A) OF THE ACT THAT IS 
INCLUDED IN THE PROGRAM UNDER THE PLAN (cont) 

 
 
VII. Optometrists Services (Vision Care Services and Eyeglasses) 

 
A. Ophthalmologists, optometrists, and opticians 
 

Ophthalmologists, optometrists, and opticians are authorized to provide vision 
care services within their scope of practice.   
 
The department pays the lesser of the usual and customary charge or a fee 
based on a department fee schedule for authorized medically necessary vision 
care services. 

 
B. Frames, lenses and contact lenses 
 

Frames, lenses and contact lenses must be ordered from the department’s 
contractor.    

 
The amount paid for authorized medically necessary frames, lenses and contact 
lenses is the department’s contracted price with the contractor. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

TN# 03-019   Approval Date 11/3/04   Effective Date 8/11/03 
Supersedes 
TN# 88-6 pg. 3 
TN# 91-18 pg. 4 
 



REVISION 
                                                ATTACHMENT 4.19-B 
                         Page   16 

 
STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

STATE: ____________WASHINGTON______________ 
________________________________________________________________________ 

   
VIII.  Institutional Services 

 
A.  Outpatient hospital services 

 
Outpatient hospital services are reimbursed utilizing either a fee schedule 
or a “hospital outpatient rate”.  Duplicate payment for services does not 
occur.

 
The department pays the lesser of the usual and customary charge or a 
fee based on a department fee schedule for covered procedures when a 
technical component has been established in the Medicare Fee Schedule 
Data Base (MFSDB) and procedures specifically identified by the 
department. Fees for these services are set using the Resource Based 
Relative Value Scale (RBRVS) methodology.    

 
Services paid using the department’s fee schedule include, but are not 
limited to, laboratory/pathology, radiology & nuclear medicine, 
computerized tomography scans, magnetic resonance imaging, other 
imaging services, physical therapy, occupational therapy, 
speech/language therapy, EKG/ECG/EEG, other diagnostics, synagis, 
sleep studies, and other hospital services as identified and published by 
the department. 

 
The “hospital outpatient rate” is a hospital specific rate having as its base 
the hospital’s inpatient ratio of costs-to-charges (RCC) rate adjusted by 
an outpatient adjustment factor that factors annual cost and charge level 
changes into the rate.  The “hospital outpatient rate” is used to reimburse 
for all other covered outpatient services (those not mentioned in the 
previous paragraph) on the hospital’s outpatient claim. 

 
Trauma Center Services 

  
 Trauma Centers are designated by the State of Washington Department of 

Health (DOH) into five levels, based on level of services available.  
 
 This includes Level I, the highest level of trauma care, through Level V, 

the most basic trauma care.  
 

Level of designation is determined by specified numbers of health care 
professionals trained in specific trauma care specialties, inventories of 
specific trauma care equipment, on-call and response time minimum 
standards, quality assurance and improvement programs, and 
commitment level of the facility to providing trauma related prevention, 
education, training, and research services to their respective 
communities.   
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VIII.  Institutional Services (cont.) 

 
Level I, II, and III trauma centers services will be reimbursed using an enhanced 
payment based on the trauma care fund established by the State of Washington in 
1997 to improve the compensation to designated outpatient hospital trauma 
facilities for care to Medicaid trauma patients.    
 
Currently, the fund is providing reimbursements to Level I, II, and III trauma 
centers through lump-sum supplemental payments made quarterly.  The payment 
each hospital receives is proportional to the percentage that the department pays 
in total to all Level I, II, and III trauma centers quarterly for fee-for-service trauma 
case claims.  Each qualifying hospital’s payment percentage is then applied to 
the department’s total enhanced trauma supplemental funds available for the 
quarter, to determine the hospital’s proportional payment from the quarter’s 
trauma supplemental.  A fee-for-service case qualifies for trauma designation if 
care provided has an Injury Severity Score (ISS) that meets or exceeds the 
threshold set by the department.  The percentage enhancement is reviewed and 
adjusted at least annually, based on the amount of trauma care funds available 
and the volume of trauma cases eligible for the higher reimbursement.   
 
Level IV and V trauma centers are given an enhanced payment outside of 
Medicaid by the State’s Department of Health using only State funds. 
 

B.   Freestanding ambulatory surgery centers owned by hospitals.
 
 Freestanding ambulatory surgery centers (ASC) are reimbursed a facility fee 

based on Medicare’s Grouper, except for procedures Medicare has not grouped; 
in which case, DSHS groups the service to a like procedure that Medicare has 
grouped.   

 
All procedures that the department reimburses to an ASC are assigned a grouper 
of one through eight (1-8).  Each of these groupers is assigned a set fee.  The 
department pays the lesser of the usual and customary charge or the grouper 
fee, based on a department fee schedule.   
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VIII.  Institutional Services (cont.) 

 
C. Critical Access Hospital (CAH) Program 
 

1.  Critical Access Hospital (CAH) program means a Title XIX inpatient and 
outpatient hospital reimbursement program through which hospitals meeting the 
Medicare qualifications for CAH designation are approved by the Department of 
Health as critical access hospitals, and reimbursed by the department for Title 
XIX services through a cost settlement method. 

 
2. Through this cost settlement payment method, hospitals participating in the 

state’s Title XIX CAH program receive prospective payment for outpatient 
hospital services based on an Outpatient Departmental Weighted Cost-to-Charge 
(ODWCC) ratio.   

 
Post-period cost settlement is then performed subsequent to the hospital fiscal 
year (HFY) end, using HFY claims data and data from the HCFA 2552 Medicare 
Cost Report. 
 

D. Medicare-Related Policies for Outpatient Hospital Payments   
 

 For payment methods related to the Medicare Part A, Part B, and Part C 
deductibles, coinsurance, and/or co-pays, please refer to Supplement 1 to 
Attachment 4-19-B, as updated.  Medicare crossovers refer to hospital patients 
who are eligible for Medicare benefits and Medicaid. For these clients, the state 
considers the Medicare Part B Outpatient Hospital payments to be payment in 
full.   

  
 The state will pay the Medicare deductible and co-insurance related to a Medicaid 

clients Medicare Part B outpatient hospital claim only up to the maximum payment 
level calculated using the Medicaid rates, fee schedules, and payment methods 
described in subsection VIII. A. above, and Supplement 1 to Attachment 4.19-B.  
However, the maximum payment level will exclude any trauma enhanced payment 
amount.   

 
 If the Medicare Part B covered charges and payments are combined with the Medicare Part 

A inpatient covered charges and payments on a Medicare claim, obscuring the Part B 
charges and payment amounts, the total Medicaid payment to a Medicaid provider will be 
calculated as described in Attachment 4.19-A for Medicare crossovers, and Supplement 1 
to Attachment 4.19-B, for Medicare Part A services. 

 
 The total Medicaid payment to a Medicaid provider for Medicare Part C outpatient hospital 

related care provided to a Medicaid client will be calculated as described in Supplement 1 
to Attachment 4.19-B. 
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 
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IX. Other Noninstitutional Services 
 

A. Home Health 

1. Home Health Agencies are reimbursed per-visit for services provided by acute 
nursing staff, physical therapy, occupational therapy, speech, hearing and 
language disorders therapy staff, and home health aides. 

The department pays the lesser of the usual and customary charge or a fee 
based on a department fee schedule for these services.  
Reimbursement rates are determined using a historical base for the per-visit 
rates by profession, using the Medicare Metropolitan Statistical Area fees.  Each 
year the State updates those per-visit rates using the state’s annually published 
vendor rate adjustment factor. 
  

2. Other Home Health-Related Services and Supplies 

Oxygen and respiratory therapy services are paid by the department at the lesser 
of the usual and customary charge or a fee based on a department fee schedule. 

 
Medical nutrition and related equipment rentals/purchases and supplies, are paid 
by the department at the lesser of the usual and customary charge or a fee 
based on a department fee schedule. 

Home infusion-parenteral nutrition equipment and supplies are paid by the 
department at the lesser of the usual and customary charge or a fee based on a 
department fee schedule. 

 
B. Adult Day Health is a supervised daytime program providing rehabilitative 

therapy and skilled nursing services.  Adult Day Health services are provided to 
adults with medical or disabling conditions that require the intervention or 
services of a licensed rehabilitative therapist acting under the supervision of the 
client’s physician.  The department reimburses Adult Day Health providers at a 
flat fee, per-day-per-client rate for all services rendered.   Payment will not 
exceed the prevailing charges in the locality for comparable services under 
comparable conditions.  
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 
OTHER TYPES OF CARE OR SERVICE LISTED IN SECTION 1905 (A) OF THE ACT THAT IS 
INCLUDED IN THE PROGRAM UNDER THE PLAN (cont.) 

 
 
IX. Other Noninstitutional Services (cont.) 

 
C. The department makes payment for transportation to and from medically 

necessary services covered by a client’s medical assistance program as 
specifically listed below. 
 

1. Ambulance services for emergent situations are paid as an optional medical 
service through direct vendor payments based on fee-for-service.  Payments for 
medical transportation do not exceed the maximum allowable rates established 
and published by the department. 
 

2. All non-emergency transportation services, to assure clients have access to and 
from covered services, are provided using administrative matched dollars in 
accordance with Section 42 CFR 431.53. 

 
D. Rehabilitative Services 

 
Payment for physical therapy, occupational therapy, and services for individuals 
with speech, hearing and language disorders is described in Section IX. J. 

 
1. Behavior Rehabilitation Services 

 
Payment for behavioral rehabilitation services is on a fee-for-service basis, with 
one month being the unit of service.  Rates are determined using a prospective 
rate setting system.  These rates will be reconciled annually and adjusted as 
appropriate based upon preceding operating year cost reports. 

 
2. Alcohol/Drug Treatment and Detoxification Services 

 
Payment for inpatient detoxification services provided in freestanding 
department-approved alcohol/drug treatment centers is on a fee-for-service 
basis, with one day being the unit of service.  The department pays the lesser of 
the usual and customary charge or a fee based on a department fee schedule.  
There is no room and board paid for these services.   
 
Payment for outpatient alcohol/drug treatment services is provided to certified 
facilities on a fee-for-services basis for specific services.   The department pays 
the lesser of the usual and customary charge or a fee based on a department fee 
schedule.  Licensed chemical dependency professionals who are paid by the 
facility, provide services. 
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IX. Other Noninstitutional Services (cont.) 
 
F.  Early Periodic Screening, Diagnosis and Treatment (EPSDT) 

 
The department pays the lesser of the usual and customary charge, or a fee 
based on a department fee schedule for the particular EPSDT service provided.  
The fee schedule used for payment depends on the type of service being 
provided.   
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IX. Other Noninstitutional Services (cont.) 
 

G. Family Planning Services 
 

The department pays the lesser of the usual and customary charge, or a fee 
based on a department fee schedule for covered family planning services. 

 
H. Extended Services For Pregnant Women Through the Sixty Days Postpartum 

Period 
 
Services include, maternity support services, outpatient alcohol and drug 
treatment, rehabilitation alcohol and drug treatment services, genetic counseling, 
and smoking cessation counseling.  The department pays the lesser of the usual 
and customary charge, or a fee based on a department fee schedule.  
 

I. Private Duty Nursing Services 
 
The department pays the lesser of the usual and customary charge, or a fee 
based on a department fee schedule for private duty nursing services.  

 
J. Physical therapy, occupational therapy, and services for Individuals with speech, 

hearing and language disorders 
 

The department pays the lesser of the usual and customary charge, or a fee 
based on a department fee schedule for these services.  

 
The department does not pay separately for therapy services that are included as 
part of payment for other treatments or programs.   
 

K. Hearing Services and Hearing Aids 
 
The department pays the lesser of the usual and customary charge or a fee 
based on a department fee schedule for authorized medically necessary services 
and hearing aids. 
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IX. Other Noninstitutional Services (cont.) 
 
L.  Prosthetics and Orthotics  

 
 Qualified providers are paid for covered medically necessary prosthetics and 

orthotics provided to eligible clients.  The department pays the lesser of the usual 
and customary charge, or a fee based on a department fee schedule.  

 
Items not included on the uniform fee schedule are not covered.  Requests for 
non-covered items will be reviewed according to the department’s “Exception to 
Rule” guidelines. 

 
The department does not pay providers separately for services in this category 
that are included as part of the payment for another treatment program.  For 
example, all items required during in inpatient stay are paid through the inpatient 
payment. 

 
The department’s reimbursement for covered prosthetics and orthotics includes 
any adjustments or modifications to the equipment that are required within three 
months of the date of delivery (not to include adjustments related to a change in 
the client’s medical condition), fitting and set-up, and instruction to the client or 
client’s caregiver in the appropriate use of the equipment, device, and/or 
supplies. 
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POLICY AND METHODS USED IN ESTABLISHING PAYMENT RATES FOR EACH OF THE 
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INCLUDED IN THE PROGRAM UNDER THE PLAN (cont.) 

 
 
X. All Other Practitioners 

 
“All other practitioners” refers to other practitioners as described in section 6.d of 
Attachments 3.1-A and 3.1-B.  
 
The department pays the lesser of the usual and customary charge, or a fee 
based on a department fee schedule. 
 
Freestanding birthing centers are reimbursed utilizing a contracted facility fee, 
using state funds only.  The birthing center facility fee is consistent across 
birthing centers. This facility fee is based on statewide historical cost and is paid 
by fee schedule.  
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XI.       Prepaid Capitation Arrangements 
 

The cost of providing a given scope of services to a given number of individuals 
under a capitation arrangement will not exceed the cost of providing the same 
services while paying for them under the requirements imposed for specific 
provider services. 
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XII.  Laboratory and Radiology Services 
 

1. Payments for laboratory and pathology services are made at a percentage of 
Medicare’s clinical laboratory fee schedule. 

 
2. The department pays the lesser of the usual and customary charge, or a fee 

based on a department fee schedule for radiology services. 
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XIII.  Targeted Case Management Services 
 

Payments made for targeted case management services will not duplicate 
payments made to public agencies or private entities under other program 
authorities for the same purpose. 
 

A.   Clients Manifesting Pathology with Human Immunodeficiency Virus (HIV). 
 
 Payment is a monthly case management fee as published, using a maximum 

allowable fee schedule.  
 

B.   Vulnerable Adults. 
 

 Contractor payment is on a capitation basis.  The upper limit for payment for 
services provided on a capitation basis is established by ascertaining what other 
third parties are paying for comparable services under comparable 
circumstances.  The unit rate for state staff delivered services is calculated based 
on historical costs. 

 
D. Clients who are high-risk pregnant women and their infants living with them, up to 

age one. 
 

Services are provided through the Maternity Case Management Program. 
 
 Payment is a case management fee as published, using a maximum allowable 

fee schedule. 
  
D.   Recipients under age 21 (not already serviced by a case manager) whose family 

or caretaker needs assistance in accessing the health care system. 
 

Payment will be on a fee-for-service basis.  The upper limit for payment for 
services provided on a fee-for-service basis is based on a rate negotiated by the 
state Medicaid agency. 

 
For state staff, the rate will be based on the cost of service:  All the expenditures 
associated with the delivery of TCM within a defined time frame divided by all the 
TCM units of services provided.  
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XIII.  Targeted Case Management Services (cont.) 

 
E. Services for Clients Who are Alcohol and/or Other Drug Dependent 
 

Payment will be on a fee-for-service basis.  The upper limit for payment for 
services provided on a fee-for-service basis is based on a rate negotiated by the 
department. 

 
Payments made for targeted case management services will not duplicate 
payments made to public agencies or private entities under other program 
authorities for the same purpose.    
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XIV. Hospice Services 
 

A. Payment for hospice care is made to a designated hospice provider based on a 
daily rate. The rates are contingent on the type of service provided that day. The 
rates are based on the Medicaid guidelines and are wage adjusted. 

 
The department pays the lesser of the usual and customary charge or a fee 
based on a department fee schedule, for the professional service provided for 
pediatric palliative care. 
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XV. Personal Care Services 
 

A.   Payment for services 
 
 Services are provided by three provider types: 
 

• Agencies providing personal care services for adults, consisting of 
licensed home-care agencies and residential care providers; 

 
• Licensed foster care homes providing personal care for children; and 

 
• Individual providers of personal care for adults.  

 
Payment for agency-provided services and licensed foster care providers is at an 
hourly unit rate, and payment for residential-based services is at a daily rate.  
Each agency will submit monthly billings to the Social Services Payment System 
(SSPS), administered by the department, for personal care services provided in 
each service area. 
 
Payment for an individual provider’s services is made directly to the provider via 
the SSPS.  Individual providers of personal care services for adults are under 
contract to the department. 
 
No payment is made for services beyond the scope of the program or hours of 
service exceeding the department’s authorization.  Payments to licensed foster 
care providers and residential providers are for personal care services only, and 
do not include room and board services that are provided. 

 
B.   Service Rates 

 
The standard hourly rate for agency-provided services is based on comparable 
service units and is determined by the state legislature.  
 
The standard hourly rate for individual-provided personal care is based on 
comparable service units and is determined by the state legislature, based on 
negotiations between the union representing the workers and the state’s In-
Home Quality Authority.  
 
Foster parents are paid a standard hourly rate for any Medicaid Personal Care 
(MPC) eligible service, except supervision.  MPC is not used to pay for food, 
clothing, or shelter. In the assessment of any child’s needs, there is no 
duplication of services between programs.
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XV. Personal Care Services (continued) 
 

The daily rate for personal care provided in a residential setting is case mix adjusted and 
based on typical costs for comparable service units, as determined by the department. 
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XVI. Federally Qualified Health Centers 
 

Effective January 1, 2001, the payment methodology for Federally Qualified Health 
Centers (FQHCs) conforms to Section 702 of the Medicare, Medicaid, and SCHIP 
Benefits Improvement and Protection Act (BIPA) of 2000.  Under BIPA 2000, all FQHCs 
that provide services on or after January 1, 2001 and each succeeding year, are 
reimbursed on a prospective payment system (PPS) or an accepted alternative 
methodology. 

 
BIPA 2000 allows for payment to an FQHC using an alternative methodology to the PPS, 
as long as the alternative methodology results in a payment to the center that is at least 
equal to the PPS payment rate.   

 
This alternative methodology must be agreed to by the State and each FQHC, and 
documentation of each center’s agreement must be kept on file by the State.   

 
If an individual FQHC does not agree to be reimbursed under this alternative 
methodology, the FQHC will be paid under the BIPA PPS methodology. Effective for 
dates of service January 1, 2001 through December 31, 2001, each FQHC agreed to an 
alternative methodology that provided payments at least equal to the amount the center 
was entitled to under BIPA PPS. Effective for dates of service on and after January 1, 
2002, the State will fully implement the PPS methodology as described in BIPA 2000. 

 
Using the PPS methodology, the payment is set prospectively, using a weighted average 
of 100 percent of the center’s total reasonable costs for all Medicaid-covered services as 
defined in the State Plan for calendar years 1999 and 2000, and adjusted for any 
increase or decrease in the scope of services furnished during calendar year 2001, to 
establish a base encounter rate.  A center may choose to allocate applicable costs and 
encounters to specific services such as dental, mental health, etc., and establish a 
separate encounter rate for these services.  The encounter rates are determined using 
each center’s audited cost reports and each year’s rate is weighted by the total reported 
encounters.  Since the FQHC cost reports are completed using the centers’ fiscal years, 
the cost reports will be adjusted to a calendar year.  The formula used to calculate the 
base encounter rate for a clinic is as follows: 

 
For example, for a center with a Fiscal Year end of March 31: 

R = Rate; E = Encounters 
 

 Base= (((FY99R*FY99E)/12)*3)+(FY00R*FY00E)+(((FY01R*FY01E)/12)*9) 
  ((FY99E/12)*3)+(FY00E)+((FY01E/12)*9) 
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XVI. Federally Qualified Health Centers (continued) 

 
A change in scope of service is defined as a change in the type, intensity, 
duration and/or amount of services.  A change in the scope of service will occur 
if: (1) the center adds or drops any service that meets the definition of FQHC 
service as defined in section 1905(a)(2)(C) of the Social Security Act; and, (2) the 
service is included as a covered Medicaid service as defined in the State Plan 
Amendment.  
 

The center is responsible for notifying the FQHC Program Manager in writing of 
any changes during the calendar year, no later than 60 days before the effective 
date of the change. Within 60 days of notification, the State will verify the change 
meets the definition of change in scope of service.   
 
If the change represents a decrease in scope of service, the State will recalculate 
the base encounter rate by decreasing it by the average cost-per-encounter 
detailed in the center’s 1999 and 2000 cost reports.  If the change represents an 
increase in scope of service, the State will recalculate the base encounter rate on 
an interim basis by increasing it by the average statewide cost-per-encounter as 
detailed in the 1999 and 2000 cost reports from other centers that provide the 
service.  Once the center can demonstrate its true costs of providing the service, 
it must submit adequate documentation of the costs to the State.  The State will 
perform a desk review of the costs to determine if the costs are reasonable and 
necessary, and adjust the interim rate by the accepted cost-per-encounter to 
establish a final encounter rate.  The new encounter rate(s) will be effective on 
the date the new service was fully implemented and available. 
 
Beginning in calendar year 2002 and any year thereafter, the encounter rate is 
increased by the percentage increase in the Medicare Economic Index (MEI) for 
primary care services, and adjusted for any increase or decrease within the 
center’s scope of services. The MEI for primary care services will be applied to 
all types of encounter rates established for the center. 
 
FQHCs receiving their initial designation after January 1, 2001 will be paid an 
average encounter rate of other FQHCs located in the same or adjacent area 
with similar caseloads, on an interim basis.   
  
Within three years of receiving its initial designation, the FQHC must 
demonstrate its true costs using standard cost reporting methods, to establish its 
base encounter rate.  The State will audit the new center’s cost report to insure 
the costs are reasonable and necessary.   
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XVI. Federally Qualified Health Centers (continued) 

 
The new FQHC will receive this rate for the remainder of the calendar year in 
which it is established and will receive the MEI increase each year thereafter, 
using the defined methodology.   
 
If two or more FQHCs merge after implementation of PPS, a weighted average of 
the centers’ encounter rates is used as the encounter rate for the new center.  
For clients enrolled with a managed-care contractor, the State will pay the center 
a supplemental payment on a per-member-per-month basis, in addition to the 
amount paid by the managed-care contractor, to ensure the center is receiving 
the full amount it is entitled to under the PPS methodology.   
 
The supplemental payment is the difference between the payments the center 
received from the managed-care contractor and the payments the center would 
have received under the PPS methodology. This supplemental payment is paid 
at least every four months.  Until final audited cost reports for 1999, 2000, and 
2001 (if applicable) are available for all FQHCs, and final base encounter rates 
are established, the centers are paid using an interim encounter rate comprised 
of the most current available cost information.  The State will perform a 
reconciliation and settle any overpayments or underpayments made to the 
centers, retroactive to January 1, 2002. 

 
Covered services provided to Medicaid-Medicare patients are reimbursed as 
detailed in Supplement 1 to Attachment 4.19 (B), pages 1, 2, and 3. 
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XVII. Medical Services Furnished by a School District 

 
Reimbursement to school districts for medical services provided the usual and 
customary charges up to a maximum established by the state. 
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XVIII. Mental Health Services 
 

Mental health fee-for-service rates are developed, if needed, using the methodology 
below.  The department pays the lesser of the usual and customary charge, or a fee 
based on a department fee schedule. 
 
To develop fees under the one-month constraint, the Mental Health Division relies on a 
unit value approach similar to Medicare. Using fee schedules from other states’ Medicaid 
programs, the Medicare fee schedule, and 50th percentile commercial fees, the division 
constructs relative costs by code. These costs establish unit values by procedure code.  
 
Next, a utilization-weighted, average charge is computed for the list of codes. A similar 
average is computed for Medicare and commercial fees as benchmarks. The Mental 
Health Division must then make a policy decision as to the level of proposed fees 
compared to these benchmarks. The division can then compute a conversion factor to 
achieve the desired outcome. This is similar to the benchmarking analysis performed by 
the Medical Assistance Administration on a regular basis as part of their review of the 
reasonableness of provider reimbursement under the Medicaid fee schedule.   
 
The Mental Health Division expects that some gaps may exist in the comparison fee 
schedules, resulting in no unit values for certain services, from the first step of the rate 
development process. Additional steps are taken to fill these gaps, such as an 
examination of raw claim data from commercial, Medicare, and Medicaid sources, to 
construct reasonable relative fees. 
 
See chart on next page. 
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XVIII. Mental Health Services (continued) 

 
Modality Billing Unit In 

facility  
Out of 
Facility 

Brief Intervention Treatment ¼ hour   
Crisis services ¼ hour   
Day Support ¼ hour (maximum of 5 hours per day, 

5 days per week, per person) 
  

Family treatment ¼ hour   
Freestanding Evaluation and 
Treatment 

Daily rate (excludes room and board)   

Group treatment services ¼ hour   
High Intensity Treatment ¼ hour for each covered staff   
Individual Treatment Services ¼ hour   
Intake evaluation 
   Brief or Intensive 

¼ hour   

Medication Management 
Group or Individual 

Per person per event   

Medication Monitoring Per person per event   
Mental Health Service in a 
Residential setting 

Daily rate (excludes room and board)   

Peer Support ¼ hour not to exceed four hours per 
person per day 

  

Psychological Assessment ¼ hour   
Rehabilitation Case 
Management 

¼ hour   

Special population evaluation ¼ hour   
Stabilization Services 1 hour NA  
Therapeutic psychoeducation ¼ hour   
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES – 
OTHER TYPES OF CARE 

 
Payment of Medicare Part A and Part B Deductible/Coinsurance 

 
Except for a nominal recipient copayment (as specified in Attachment 4.18 of this State 
Plan), if applicable, the Medicaid agency uses the following general method for 
payment: 

 
1. Payments are limited to State Plan rates and payment methodologies for the groups 

and payments listed below and designated with the letters “SP”. 
 

For Specific Medicare services that are not otherwise covered by this State Plan, the 
department uses Medicare payment rates unless a special rate or method is 
described on Page 3 in item 1 of this supplement. 

 
2. Payments are up to the full amount of the Medicare rate for the groups and 

payments listed below and designated with the letters “MR”. 
 
3. Payments are up to the amount of a special rate, or according to a special method, 

described on Page 3 item 1 of this supplement, for those groups and payments 
listed below and designated with the letters “NR”. 

 
4. Any exceptions to the general methods used for a particular group or payment are 

specified on Page 3 in item __ of this supplement. 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES – OTHER 
TYPES OF CARE (cont.) 
 

Payment of Medicare Part A and Part B Deductible/Coinsurance 
 
 
QMBs: Part A N/R Deductibles  N/R Coinsurance 
  Part B N/R Deductibles  N/R Coinsurance 
 
Other: Part A S/P Deductibles  S/P  Coinsurance 
Medicaid Part B S/P  Deductibles  S/P  Coinsurance 
Recipients: 

 
Dual  Part A N/R Deductibles  N/R Coinsurance 
Eligible  Part B N/R Deductibles  N/R Coinsurance 
(QMB Plus): 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES – OTHER 
TYPES OF CARE (cont.) 

 
Payment of Medicare Part A and Part B Deductible/Coinsurance 

 
1. QMB/QMB Plus: 
 

State Plan covered services—maximum payment for Medicare deductible and 
coinsurance is: 

 
a. The Medicare payment rate; or  

 
b. In situations where the rate payable under the State Plan exceeds the amount 

Medicare pays, but is less than the full Medicare-approved amount, payment is 
the difference between the amount Medicare pays and the rate Medicaid pays 
under the State Plan for a Medicaid Client not entitled to Medicare.  

 
Services not covered by the Medicaid State Plan, but covered by Medicare— 
maximum payment is the Medicare deductible and coinsurance. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES – OTHER TYPES OF 
CARE (cont.) 
 

Payment of Medicare Part C Deductible/Coinsurance 
 
Except for a nominal recipient copayment (as specified in Attachment 4.18 of this State 
Plan), if applicable, the Medicaid agency uses the following general method for 
payment: 

 
1. Payments are limited to State Plan rates and payment methodologies for the groups 

and payments listed below and designated with the letters “SP”. 
 

For Specific Medicare services that are not otherwise covered by this State Plan, the 
department uses Medicare payment rates unless a special rate or method is 
described on Page 6 in item 1 of this supplement. 

 
2. Payments are up to the full amount of the Medicare rate for the groups and 

payments listed below and designated with the letters “MR”. 
 
3. Payments are up to the amount of a special rate, or according to a special method, 

described on Page 6 in item 1 of this supplement, for those groups and payments 
listed below and designated with the letters “NR”. 

 
4. Any exceptions to the general methods used for a particular group or payment are 

specified on Page 6 in item __ of this supplement. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES – OTHER TYPES OF 
CARE (cont.) 
 

Payment of Medicare Part C Deductible/Coinsurance 
 
 
QMBs: Part A ___ Deductibles  ___ Coinsurance 
  Part B ___ Deductibles  ___ Coinsurance 
  Part C N/R Deductibles  N/R Coinsurance 
 
 
Other: Part A ___ Deductibles  ___ Coinsurance 
Medicaid  Part B ___ Deductibles  ___ Coinsurance 
Recipients:  Part C S/P Deductibles  S/P Coinsurance 

 
Dual Part A ___ Deductibles  ___ Coinsurance 
Eligible  Part B ___ Deductibles  ___ Coinsurance 
(QMB Plus): Part C N/R Deductibles  N/R Coinsurance 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES – OTHER TYPES OF 
CARE (cont.) 
 

Payment of Medicare Part C Deductible/Coinsurance 
 
1. For Qualified Medicare Beneficiaries (QMBs/QMB Plus) enrolled in Medicare Part C 

(Medicare Advantage) managed health care plans the department will pay the provider the 
lesser of: 

 
a. The provider’s billed charge for the deductible, coinsurance, and/or copays;  

 
b. The difference between the Medicare plan’s payment to the provider (for a 

service or services identified) and the maximum allowable payment rate under 
the Medicaid State Plan (for the same identified service or services); or 

 
c. The Medicaid liability if the service had been rendered under Medicare Part A or 

Part B. 

2. Notes:   

Medicare Part C claims for services covered by Medicaid that have been denied as 
"not medically necessary" or “experimental/investigational” by the Medicare HMO or 
the Medicare carrier are not eligible for Medicare Part C payment by Medicaid. 

For Medicare providers under a capitation payment arrangement with the Medicare Part C 
Plan, the provider may submit the claim to the department based on the pre-determined cost 
sharing amounts (e.g., copayment amounts) set forth in the provider's agreement with the 
Medicare Part C Plan.  This exception is only applicable for services that the Medicare Part C 
Plan includes in the capitation payment rate.   

 
Providers submitting Medicare Part C crossover claims denoting compensation through a 
capitation arrangement with the Medicare Part C Plan must provide documentation of the 
capitation payment arrangement they have with the Medicare Part C Plan. This 
documentation must include specific details about the cost sharing amounts the provider is 
allowed to collect from Medicare beneficiaries enrolled in the plan. 
 
The department may upon its own discretion opt to pay Medicare part C premiums for 
Medicaid clients.  
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 

REIMBURSEMENT FOR PHARMACY SERVICES 
 

 
I. General Information 
 

A. Prescription drug reimbursement is based on (1) the standard 11-digit 
National Drug Code (NDC) (5-4-2 format), and (2) the quantity filled. 

 
B. Total reimbursement for a prescription drug does not exceed the lowest 

of: 
 

 (1) Estimated acquisition cost (EAC) plus a dispensing fee; 
  (2) Maximum allowable cost (MAC) plus a dispensing fee; 
  (3) Federal Upper Limit (FUL) plus a dispensing fee; 
  (4) Actual acquisition cost (AAC) plus a dispensing fee for 

drugs purchased under section 340 B of the Public 
Health Services (PHS) Act and dispensed to medical 
assistance clients; or 

(5) The provider’s usual and customary charge to the  
 non-Medicaid population. 

 
 

 II. Payment 
 

Providers must bill only after providing a service to an eligible client.  Delivery of 
a service or product does not guarantee payment. For example, no payment is 
made when: 

 
• The request for payment is not presented within the 365 day billing   limit. 
• The service or product is not medically necessary or is not covered; 
• The client has third party coverage and the third party pays as much as or 

more than, the state allows for the service or product; or 
• The service or product is covered in the managed care capitation rate. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 
REIMBURSEMENT FOR PHARMACY SERVICES (Cont.) 

 
 
 III. Estimated Acquisition Cost (EAC) 

 
A. First DataBank derives the Average Wholesale Price (AWP) of each product 

based on information they receive directly from each manufacturer or labeler.  
The appropriate percentage of the AWP that represents the Estimated 
Acquisition Cost (EAC) is determined.   

 
B. Currently applied EAC percentages, effective for dates of service on and after 

8/1/02, are: 
 

• AWP-14% for single source drugs; 
• AWP-14% for multisource drugs with four or fewer manufacturers/labelers; 
• AWP-50% for multisource drugs with five or more manufacturers/labelers and 

no MAC or FUL; and 
• 100% of certified AWP for infusion, injectable, and inhalation drugs with 

certified AWPs. 
 

C. For the contracted mail-order delivery service of prescription drugs, the 
contactor/pharmacy guarantees that the average annual multisource discount, in 
aggregate for all drugs dispensed, will be at least 60% of AWP.  An annual 
reconciliation will be performed and the contractor will pay any shortfall on a 
dollar-for-dollar basis.  Contracted mail order delivery service for prescription 
drugs started 2/1/03.  The EAC percentages for the contractor/pharmacy are: 

 
• AWP-19% for single source drugs; and 
• AWP-15% for multisource drugs. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State:   WASHINGTON     
 
REIMBURSEMENT FOR PHARMACY SERVICES (Cont.) 
 

IV.  Dispensing Fees 
 

A. A three-tier dispensing fee structure is used, with an adjusted fee allowed for 
pharmacies that participate in the Modified Unit Dose and/or True Unit Dose 
programs.  The exception to the tiered dispensing fee system is the 
contractor/pharmacy that contracts to provide mail-order delivery service for 
prescription drugs; the mail-order dispensing fee is determined as a result of the 
competitive procurement process.    

 
B. Listed below are the dispensing fee allowances for each drug ingredient in 

compounded and non-compounded prescriptions for pharmacies, effective for    
dates of service on and after 7/1/02: 

 
• High-volume pharmacies (over 35,000 Rxs/yr) ............................$4.20/Rx 
• Mid-volume pharmacies (15,001-35,000 Rxs/yr)..........................$4.51/Rx 
• Low volume pharmacies (15,000 Rxs/yr and under) ....................$5.20/Rx 
• Unit Dose Systems .......................................................................$5.20/Rx 

 
C. A provider's dispensing fee is determined by the volume of prescriptions the 

pharmacy fills for medical assistance clients and the general public, as indicated 
on the annual prescription count survey distributed to pharmacies.  The 
exception to this is the contractor/pharmacy that contracts to provide mail-order 
delivery service for prescription drugs; the mail-order dispensing fee is 
determined as a result of the competitive procurement process. 
 
Contracted mail order delivery service for prescription drugs started 2/1/03. The 
dispensing fee for the contractor/pharmacy is: 
 
• Contracted mail-order delivery service dispensing fee…..3.25/Rx 
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SUPPLEMENTAL REBATE AGREEMENT 
 
This Supplemental Rebate Agreement (“Agreement”) is dated as of this ___day of 
_____________, 200_, by and between the State of Washington Department of Social and 
Health Services (“State”) and (name of provider). 
 
 

RECITALS 
 
WHEREAS, the State has the authority to enter into agreements with pharmaceutical 
manufacturers to collect supplemental rebates for the benefit of the State’s Medicaid recipients 
providing such agreements are approved by the Center for Medicare and Medicaid Services 
(CMS); and 
 
WHEREAS, (name of provider) is willing to provide supplemental rebates to the State based on 
the actual dispensing of (name of provider) Covered Products under the State’s Medicaid 
program. 
 
NOW THEREFORE, in consideration of the foregoing and of the representations, warranties and 
covenants set forth below, the parties, intending to be legally bound, agree as follows: 
 
1. Definitions. As used herein, the following terms shall have the meanings set forth below: 
 
1.1 “Agreement” means this Supplemental Rebate Agreement, including all documents 

attached or incorporated by reference. 
 
1.2 “Average Wholesale Price (“AWP”)” shall mean the published price of the Covered 

Product by National Drug Code (“NDC”) as published by First DataBank on the first day 
of the calendar quarter that corresponds to the calendar quarter for which the State 
utilization data for the Covered Product is reported to (name of provider). 

 
1.3 “Basic Rebate” shall mean, with respect to the Covered Product, the quarterly payment 

by (name of provider) pursuant to (name of provider’s) Medicaid Drug Rebate Agreement 
made in accordance with Section 1927(c)(1) or Section 1927(c)(3) of the Social Security 
Act (42 U.S.C. 1396r-8(c)(1) and 42 U.S.C. 1396r-8(3)). 

 
1.4 “CMS” shall mean the Center for Medicare and Medicaid Services (formerly known as 

the Health Care Financing Administration) of the U.S. Department of Health and Human 
services, or any successor or renamed agency carrying out the functions and duties 
heretofore carried out by such office. 
 

1.5 “Competitive Product” shall mean (specific product(s)), (e.g., “any Proton Pump 
 Inhibitor (“PPI”) that competes with Covered Product. PPI’s are defined as  

 PRILOSEC® (omeprazole), ACIPHEX ™ (rabeprazole sodium), PROTONIX® 
 Pantoprazole sodium), NEXIUM™ (esomeprazole magnesium), and any other branded 

PPI approved by the FDA during the term of this Agreeement.”) 
 
1.6 “Covered Product” shall mean (specific product(s), e.g., “Prevacid (lansoprazole) 15mg 
 and 30mg capsules.”) 
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1.7 “CPI Rebate” means, with respect to the Covered Product, the quarterly payment by 
(name of provider) pursuant to (name of provider’s) Medicaid Drug Rebate Agreement, 
made in accordance with Section 1927(c)(2) of the Social Security Act (42 U.S.C. 1396r-
8(c)(1) and 42 U.S.C. 1396r-8(3)). 

 
1.8 “Ingredient Reimbursement Basis” shall mean the formula used by State to reimburse 

Pharmacy providers for branded pharmaceuticals. 
 
1.9 “Maximum Allowable Cost (MAC)” shall mean the lowest reimbursement rate 
 established by the State for (specific product). 
 
1.10 “Medicaid Drug Rebate Agreement” shall mean the agreement in place between (name 

of provider) and the Secretary of Health and Human Services, pursuant to Section 4401 
of the Omnibus Budget Reconciliation Act of 1990 (Public Law 101-508). CMS is the 
agency within HHS having the delegated authority to operate the Medicaid program. 

 
1.11 “Medicaid Recipient” shall mean any person enrolled in the State Medicaid Program 

and eligible to receive prescription drug benefits under a fee for service arrangement. 
 
1.12 “Net Cost” shall mean the prescription drug ingredient reimbursement calculated as 

(AWP - 11%) minus the sum of all rebates paid by (name of provider) to the State for the 
Covered Product for the calendar quarter. In the event of any change to the calculation 
used by the State to determine drug ingredient reimbursement paid by the State to 
Pharmacy providers, the applicable terms of this Agreement shall be amended to reflect 
such change. 

 
1.13 “Pharmacy” shall mean a facility licensed to dispense legend drugs, and enrolled as a 

State Medicaid provider. 
 
1.14 “Preferred Drug List” shall mean a document listing various pharmaceutical products 

covered by the State Medicaid Program for the purpose of guiding the prescribing, 
dispensing and acquisition of pharmaceutical products. 

 
1.15 “State Medicaid Program” shall mean the joint federal and state medical assistance 

program as established and defined pursuant to Title 42 U.S.C. 1396, et seq., that 
provides reimbursement for or coverage of prescription drug products to Medicaid 
Recipients. 

 
1.16 “State Supplemental Rebate” shall mean an amount paid on a calendar quarter basis 

by (name of provider) to State for utilization under State’s fee for service Medicaid 
program pursuant to this Agreement which renders the net cost of Covered Products to 
be equivalent to the net cost Competitive Products on State Preferred Drug list. 

 
1.17 “Unit” means a single capsule of Covered Product. 
 
1.18 “USC” means the United States Code. All references to this agreement to USC chapters 

or sections shall include any successor, amended, or replacement statute. 
 
1.19 “WAC” means the Washington Administrative Code. All references in this Contract to 

WAC chapters or sections shall include any successor, amended, or replacement 
regulation. 
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2. State Obligations 
 
2.1 Preferred Drug List. To be eligible for the Supplemental Rebates specified in Attachment 

B: 
 
 a)    State shall place and maintain Covered Product on the Preferred Drug List, it being 

agreed that utilization shall be eligible for the State Supplemental Rebate only in quarters in 
which Covered Product is listed on the Preferred Drug List; and 

 
 b) State shall place Covered Products in an advantaged position relative to non-preferred 

Competitive Products regarding Preferred Drug List status, and 
 
 c) Neither State nor State’s fiscal agent will in any way disadvantage Covered Product 

through usages or restrictions nor equally applied to other PPIs on the Preferred Drug List. 
 
 d) State shall have on file the fully executed CMS Exemption Letter, attached hereto as 

Exhibit C and incorporated by reference. 
 
2.2 Preferred Drug List Documentation and Publication. State shall communicate the 

inclusion of Covered Product on the Preferred Drug List to State Medicaid Program 
providers through the standard notification process. 

 
2.3 Invoicing. State shall invoice (name of provider) for State Supplemental Rebates 

separately from CMS Rebates using the format set forth by CMS (Reconciliation of State 
Invoice format). State shall submit the State Supplemental Rebate invoice to (name of 
provider) within sixty (60) days after the end of each calendar quarter in which the Covered 
Product subject to such State Supplemental Rebate was paid for by State. Any amended 
invoice shall be submitted by State within fifteen (15) months after the end of the calendar 
quarter in which Covered Product was paid for by State. 

 
2.4 Patient Information. State, its agents, employees and contractors shall not provide to 

(name of provider) any patient identifiable information or protected health information 
(“PHI”) or any other information prohibited or regulated by laws or regulations governing 
confidentiality of medical or other information. 

 
2.5 Approval of Generic PPI. If during the duration of this Agreement a generic equivalent of 

any Competitive Product should become available, State will allow Covered Product to 
remain on the Preferred Drug List so long as the net cost to the State, as defined in 
Attachment B, is not more than the lowest reimbursement cost as established by WAC 388-
530-1300 for a generic equivalent. 

 
2.6 Competitive Product fluctuating net cost.  The net cost of (name of provider’s) Covered 

Products to Washington will be less than or equal to the cost of the competitive product for 
each quarter covered by the terms of this contract. 
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3. (Name of Provider) Obligations 
 
3.1 State Supplemental Rebate Payment. (Name of provider) agrees to provide a State 

Supplemental Rebate for each of its Covered Products that is paid by the State and 
dispensed to Medicaid Recipients by Pharmacies for each calendar quarter that Covered 
Products are included in the Preferred Drug List. (Name of provider) shall pay to State the 
State Supplemental Rebate amount in accordance with the formula set forth in Attachment 
B. Nothing in this Agreement shall be construed to relieve (name of provider) from its 
obligation to pay Medicaid Drug Rebates for utilization by State Medicaid Recipients. State 
shall remit the appropriate share of the State Supplemental Rebate payments made under 
the Agreement to CMS as required under it s approved state plan. 

 
3.2 Payment Timeframe. (Name of provider) shall pay to State the State Supplemental 

Rebate amount to which State is entitled in accordance with the formula set forth in 
Attachment B, within thirty-eight (38) days of (name of provider’s) receipt of such 
submission pursuant to Section 2.3. 

 
3.3 Incomplete Submission. (Name of provider) shall have no obligation to pay State 

Supplemental Rebate amounts for claims that are not submitted as part of an invoice in 
accordance with Section 2.3 of this Agreement. (Name of provider) shall notify State or its 
designee of any incomplete submission within thirty-eight (38) days of (name of provider’s) 
receipt of such submission pursuant to Section 2.3. 

 
3.4 Over/Underpayment. If either party discovers an error in the payment of State 

Supplemental Rebates, it shall notify the other of such error. The parties shall attempt to 
reconcile all differences through discussion and negotiation; if that attempt fails, the parties 
will resolve their dispute in accordance with generally accepted applicable procedures 
followed by State or CMS in disputes concerning Medicaid Drug Rebates. Any 
overpayment shall be deducted from subsequent State Supplemental Rebates payable 
under this Agreement. In the event that no subsequent State Supplemental Rebates are 
payable, State will refund any such overpayment to (name of provider) within thirty (30) 
days of the parties’ acknowledgement of the overpayment. (Name of provider) will remit 
any underpayment to State within thirty (30) days of the parties’ acknowledgement of such 
underpayment. 

 
3.5 Discretion to Market. Nothing in this Agreement shall be construed to prohibit (name  
 of provider) from discontinuing production, marketing or distribution of any Covered Product 

or from transferring or licensing any Covered Product to a third party. It is understood that 
(name of provider) is liable for the payment of State Supplemental Rebates only for 
Covered Products (as identified by the 11-digit NDC code) distributed (directly or through 
the wholesale channel) to retail Pharmacies and dispensed to Medicaid Recipients. If 
(name of provider) elects to discontinue production, marketing or distribution of any 
Covered Product or to transfer or license any Covered Product to a third party, (name of 
provider) shall make every reasonable effort to notify State prior to such actions. 

 
4. Term and Termination 
 
4.1 Effective Date. This Agreement shall be effective as of the date set forth by CMS in the 

CMS Exemption Letter, attached hereto as Exhibit C, and incorporated by reference, and 
shall continue in force through June 30, 2004, unless it is terminated sooner pursuant to the 
following: 
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 a)   Breach.  If either party commits a material breach of this Agreement, the non- 
breaching party shall deliver written notice mailed by certified mail, return receipt 
requested, of the alleged breach to the breaching party, with an opportunity for the 
breaching party to cure the breach during the thirty (30) day period following the 
delivery. Failure to cure shall give the non-breaching party the right to cancel this 
Agreement at the end of the thirty (30) day period. The non-breaching party shall give 
the breaching party final written notice of the cancellation of this Agreement. 

 
 b) Without Cause.  Either party may terminate this Agreement without cause as of the 

end of any calendar quarter by giving the other party ninety (90) days prior written 
notice. 

 
4.2 Accrued Obligations/Remedies.  The expiration or termination of this Agreement shall not 

affect any rights or obligations of the parties that have accrued prior to the effective date of 
such termination.  The fact that either party exercises any right of termination it may have 
under this Agreement shall not prevent such party from pursuing any other remedy it may 
be entitled to in law or equity. Any remedy provided herein shall not be deemed an 
exclusive remedy unless expressly provided for as such. 

 
4.3 Execution, Amendment, and Waiver. This Agreement shall be binding only upon 

signature by both parties. This Agreement, or any provision, may be altered, amended, or 
waived by a written amendment executed by both parties. 

 
5 Miscellaneous 
 
5.1 Record Keeping and Audit.  During the term of this Agreement and for a period of  
 three (3) years thereafter, both parties to the Agreement shall use reasonable efforts at all 

times to ensure that they maintain accurate books, files and records relevant to this 
Agreement. At (name of provider’s) written request, State shall make such information 
available for inspection by (name of provider) representatives or its designated auditors 
during regular business hours. Upon written request, each party shall otherwise have the 
right to inspect, up to once each year, all such relevant books and records of the other 
party to verify compliance with the terms of this Agreement. 

 
5.2 Indemnification.  (Name of provider) shall be responsible for and shall indemnify and hold 

State harmless from all claims resulting from the acts or omissions of (name of provider) 
and any Subcontractor. State shall be responsible and shall indemnify and hold (name of 
provider) harmless from all claims resulting from the acts or omissions of State. 

 
5.3 Confidentiality.  Except as otherwise may be required to be disclosed by law and in 

accordance with the Rebate Agreement between the Secretary of Health and Human 
Services and the drug manufacturers, information disclosed by (name of provider) in 
connection with this Agreement will not be disclosed by the State. Each party shall maintain 
the confidentiality of all the terms and conditions of this Agreement throughout the term 
hereof and for a period of three (3) years thereafter. 

 
5.4 Notices.  Any notice required or permitted to be given by either party to the other shall be 

given in person or sent by first class mail or express delivery, addressed to the other party 
at the address set forth below. 
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(Name of Provider):       State: 
Mailing Address     
 __________________________ 

        
 __________________________ 

        
 __________________________ 

         Attn: _____________________ 
 
5.5 Force Majeure. Noncompliance with any obligations hereunder due to force majeure,  
 such as acts of God, laws or regulations of any government, war, civil commotion, 

destruction of production facilities and materials, fire, earthquake or storm, labor 
 disturbances, shortage of materials, failure of public utilities or common carriers, and any 

other causes beyond the reasonable control of the parties, shall not constitute breach of 
contract. 

 
5.6 Assignment.  Neither party shall have the right to assign this Agreement to a third party 

without the prior written consent of the other party, which consent shall not be 
unreasonably withheld. Any permitted assignee shall assume all obligations of its assignor 
under this Agreement. No assignment shall relieve any party of responsibility for the 
performance of any obligations that have accrued prior to such assignment. 

 
5.7 No Waiver of Rights.  The failure of either party to insist upon the strict observation or 

performance of any provision of this Agreement or to exercise any right or remedy shall  
 not impair or waiver any such right or remedy in the future. Every right and remedy  
 given by this Agreement to the parties may be exercised form time to time as often as 

appropriate.  
 
5.8 Entire Agreement.  This Agreement contains the entire agreement and understanding of 

the parties.  This Agreement (including Attachments) may not be amended or modified 
except upon the written agreement of both parties.  

 
5.9 Governing Law.  This Agreement shall be governed by the laws of the State of 

Washington.  In the event of a lawsuit involving this Agreement, venue shall be proper only 
in Thurston County, Washington.  

 
5.10 Effect of Future Laws.  In the event of the enactment, promulgation, rescission, 

modification or interpretation of any law or regulation after the date hereof which would (a) 
materially adversely affect the manner in which either party is obligated to perform under 
this Agreement, (b) adversely affect for either party the net prices or State Supplemental 
Rebates or other terms applicable under this Agreement, or (c) have the effect of requiring 
the net prices or State Supplemental Rebates or other terms applicable under this 
agreement to be extended or offered to any third party, each party shall have the right to 
enter into good faith negotiation with the other in order to seek to agree on reasonable 
terms for maintaining the intent of the Agreement affected by such enactment, 
promulgation, etc. Agreement on any such terms shall be in the sole discretion of each 
party.  If the parties do not agree within sixty (60) days of a party’s written request for 
negotiations, either party may terminate this Agreement with respect to the affected 
Covered Products upon expiration of the sixty (60) day period, with immediate effect. 

 
5.11 Compliance with Law.  In connection with its respective obligations under this Agreement, 

each party shall comply with all applicable federal, state and local laws and regulations, 
including without limitation any disclosure or consent requirements. 
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5.12 Authority.  State and (name of provider) each represent an warrant to the other that the 
person signing below has all requisite legal power and authority to execute this Agreement 
on behalf of each party and each party shall thereby be bound. 

 
5.13 Best Price Contingency.  The effectiveness of this Agreement shall be contingent on 

(name of provider’s) Best Price and AMP not being affected by State Supplemental 
Rebates. 

 
5.14 CMS Approval Contingency.  The effectiveness of this Agreement shall be contingent on 

receipt of CMS approval by State, as evidenced by the CMS Exemption Letter, attached 
hereto as Exhibit C and incorporated by reference. 

 
 
 
IN WITNESS WHEREOF, this Agreement has been executed by the parties set forth below: 
 
(Name of Provider)     State of Washington Department of 
        Social and Health Services 
 
 
________________________________   ________________________________ 
Name        Name 
 
Title: ____________________________  Title: ___________________________ 
 
Date: ____________________________  Date: ___________________________ 
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ATTACHMENT A 
 

Covered Products 
 
 

The products to which this Supplemental Rebate Agreement shall apply are the following: 
 
 
NDC Brand Strength Package Description 
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ATTACHMENT B 
 

Rebate Formula 
 
 
 

Supplemental Rebate shall be calculated on a calendar quarter basis according to the following 
formula and will be lower than or equal to the net cost of the Competitive Product: 
 
 
Supplemental Rebate = (iIngredient Reimbursement) - (iiCMS Rebate)  -  (Net Cost) 
 
 
First Quarter 2002 net cost for (name of product): 
Net Cost for (name/dosage of product) = (price) 
Net Cost for (name/dosage of product) = (price)
 
 
 
 
 

 
 
 

 
 
 
 
 
 

 
 
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 
I  Ingredient Reimbursement based on the Average Wholesale Price (AWP) as published by First 
DataBank on the first day of a calendar quarter for the quarter in which the rebate applies; 
 
II  CMS Rebate as calculated and provided to State by CMS on a calendar quarter for the quarter 
in which the rebate applies. 
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STATE OF WASHINGTON 
SUPPLEMENTAL REBATE AGREEMENT 
 
This Supplemental Rebate Agreement (“Agreement”) is dated as of this ___day of 
_____________, 200_, by and between the State of Washington Department of Social and 
Health Services (“State”) and (name of provider). 
 

RECITALS 
 
WHEREAS, the State has the authority to enter into agreements with pharmaceutical 
manufacturers to collect supplemental rebates in addition to the rebates received under the CMS 
Rebate Agreement, pursuant to section 1927 of the Social Security Act (42 U.S.C. section 
1396(r)(8) for the benefit of Washington’s Medicaid recipients, providing such agreements are 
approved by the Center for Medicare and Medicaid Services (CMS); and 
 
WHEREAS, (name of provider) is willing to provide supplemental rebates to the State based on 
the actual dispensing of (name of provider) Covered Products under the State’s Medicaid 
program. 
 
NOW THEREFORE, in consideration of the foregoing and of the representations, warranties and 
covenants set forth below, the parties, intending to be legally bound, agree as follows: 
 
1. Definitions. As used herein, the following terms shall have the meanings set forth
 below: 
 
1.1 “Agreement” means this Supplemental Rebate Agreement, including all documents
 attached or incorporated by reference. 
 
1.2 “Average Wholesale Price (“AWP”)” shall mean the published price of the Covered
 Product by National Drug Code (“NDC”) as published by First DataBank on the first day
 of the calendar quarter that corresponds to the calendar quarter for which the State 
 utilization data for the Covered Product is reported to (name of provider). 
 
1.3 “Basic Rebate” shall mean, with respect to the Covered Product, the quarterly payment
 by (name of provider) pursuant to (name of provider’s) Medicaid Drug Rebate
 Agreement made in accordance with Section 1927(c)(1) or Section 1927(c)(3) of the
 Social Security Act (42 U.S.C. 1396r-8(c)(1) and 42 U.S.C. 1396r-8(3)). 
 
1.4 “CMS” shall mean the Center for Medicare and Medicaid Services (formerly 

known as the Health Care Financing Administration) of the U.S. Department of 
Health and Human services, or any successor or renamed agency carrying out 
the functions and duties heretofore carried out by such office. 
 

1.5 “Competitive Product” shall mean any (specific drug class) that competes with 
Covered Product.  (e.g., any Proton Pump Inhibitor) 

 
1.6 “Covered Product” shall mean (specific product(s) strength(s) dosage form) 

(e.g., “Prevacid 15mg and 30mg capsules.”) 
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1.7 “CPI Rebate” means, with respect to the Covered Product, the quarterly payment by 
(name of provider) pursuant to (name of provider’s) Medicaid Drug Rebate Agreement, 
made in accordance with Section 1927(c)(2) of the Social Security Act (42 U.S.C. 1396r-
8(c)(1) and 42 U.S.C. 1396r-8(3)). 

 
1.8 “Ingredient Reimbursement Basis” shall mean the formula used by State to reimburse 

Pharmacy providers for branded pharmaceuticals. 
 
1.9 “Maximum Allowable Cost (MAC)” shall mean the lowest reimbursement rate 

established by the State for generic (drug class). 
 
1.10 “Medicaid Drug Rebate Agreement” shall mean the agreement in place between (name 

of provider) and the Secretary of Health and Human Services, pursuant to Section 4401 
of the Omnibus Budget Reconciliation Act of 1990 (Public Law 101-508). CMS is the 
agency within HHS having the delegated authority to operate the Medicaid program. 

 
1.11 “Medicaid Recipient” shall mean any person enrolled in the State Medicaid Program 

and eligible to receive prescription drug benefits under a fee for service arrangement. 
 
1.12 “Net Cost” shall mean the prescription drug ingredient reimbursement calculated as 

(AWP - __ %) minus the sum of all rebates paid by (name of provider) to the State for the 
Covered Product for the calendar quarter. In the event of any change to the calculation 
used by the State to determine drug ingredient reimbursement paid by the State to 
Pharmacy providers, the applicable terms of this Agreement shall be amended to reflect 
such change. 

 
1.13 “Pharmacy” shall mean a facility licensed to dispense legend drugs, and enrolled as a 

State Medicaid provider. 
 
1.14 “Preferred Drug List” shall mean a document listing various pharmaceutical products 

covered by the State Medicaid Program for the purpose of guiding the prescribing,  
dispensing and acquisition of pharmaceutical products. The Preferred Drug List shall not 
prevent beneficiaries from obtaining access to medically necessary drugs of 
manufacturers that participate in the Medicaid Drug Rebate Program. 

 
1.15 “State Medicaid Program” shall mean the joint federal and state medical assistance 

program as established and defined pursuant to Title 42 U.S.C. 1396, et seq., that 
provides reimbursement for or coverage of prescription drug products to Medicaid 
Recipients. 

 
1.16 “State Supplemental Rebate” shall mean an amount paid on a calendar quarter basis 

by (name of provider) to State for utilization under State’s fee for service Medicaid 
program pursuant to this Agreement which renders at the option of the State, either (a) a 
net cost of Covered Products that is less than or equal to the cost of the competitive 
product for each quarter covered by the terms of this contract; or (b) a net cost that is 
comparatively low or that is the lowest net cost to an equivalent therapeutic dose of 
Covered Product to become a preferred drug in the drug class. 

 
1.17 “Unit” means a single CMS unit of Covered Product. 
 
 
1.18 “USC” means the United States Code. All references to this agreement to USC chapters 

or sections shall include any successor, amended, or replacement statute. 
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1.19 “WAC” means the Washington Administrative Code. All references in this Contract to 
WAC chapters or sections shall include any successor, amended, or replacement 
regulation. 

 
2. State Obligations 
 
2.1 Preferred Drug List. To be eligible for the Supplemental Rebates specified in Attachment 

B: 
 
 a)    State shall place and maintain Covered Product on the Preferred Drug List, it being 

agreed that utilization shall be eligible for the State Supplemental Rebate only in quarters in 
which Covered Product is listed on the Preferred Drug List; and 

 
 b) State shall place Covered Products in an advantaged position relative to non-preferred 

Competitive Products regarding Preferred Drug List status, unless otherwise mutually 
agreed upon in writing by the State and (name of provider); and 

 
 c) Neither State nor State’s fiscal agent will in any way disadvantage Covered Product 

through usages or restrictions not equally applied to other (drug class) on the Preferred 
Drug List, unless otherwise mutually agreed upon in writing by the State and (name of 
provider); and 

 
 d) State shall have on file the fully executed CMS Approval Letter, attached hereto as 

Exhibit C and incorporated by reference. 
 
2.2 Preferred Drug List Documentation and Publication. State shall communicate the 

inclusion of Covered Product on the Preferred Drug List to State Medicaid Program 
providers through the standard notification process. 

 
2.3 Invoicing. State shall invoice (name of provider) for State Supplemental Rebates 

separately from CMS Rebates using the format set forth by CMS (Reconciliation of State 
Invoice format). State shall submit the State Supplemental Rebate invoice to (name of 
provider) within sixty (60) days after the end of each calendar quarter in which the Covered 
Product subject to such State Supplemental Rebate was paid for by State. Any amended 
invoice shall be submitted by State within fifteen (15) months after the end of the calendar 
quarter in which Covered Product was paid for by State. 

 
2.4 Patient Information. State, its agents, employees and contractors shall not provide to 

(name of provider) any patient identifiable information or protected health information 
(“PHI”) or any other information prohibited or regulated by laws or regulations governing 
confidentiality of medical or other information. 

 
2.5 Approval of Generic. If during the duration of this Agreement a generic equivalent of any 

Competitive Product should become available, State will allow Covered Product to remain 
on the Preferred Drug List so long as the net cost to the State, as defined in Attachment B, 
is not more than the lowest reimbursement cost as established by WAC 388-530-1300 for a 
generic equivalent. 

 
2.6 Competitive Product fluctuating net cost.  At the option of the State, the net cost of 

(name of provider’s) Covered Products to Washington will be either (a) a net cost that is 
less than or equal to the cost of the competitive product for each quarter covered by the 
terms of this contract; or (b) a net cost that is comparatively low or that is the lowest net 
cost for an equivalent therapeutic dose of Covered Product to become a preferred drug in 
the drug class. 
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3. (Name of Provider) Obligations 
 
3.1 State Supplemental Rebate Payment. (Name of provider) agrees to provide a State 

Supplemental Rebate for each of its Covered Products that is paid by the State and 
dispensed to Medicaid Recipients by Pharmacies for each calendar quarter that Covered 
Products are included in the Preferred Drug List. (Name of provider) shall pay to State the 
State Supplemental Rebate amount in accordance with the formula set forth in Attachment 
B. Nothing in this Agreement shall be construed to relieve (name of provider) from its 
obligation to pay Medicaid Drug Rebates for utilization by State Medicaid Recipients. State 
shall remit the appropriate share of the State Supplemental Rebate payments made under 
the Agreement to CMS as required under it s approved state plan. 

 
3.2 Payment Timeframe. (Name of provider) shall pay to State the State Supplemental 

Rebate amount to which State is entitled in accordance with the formula set forth in 
Attachment B, within thirty-eight (38) days after receipt of State’s invoice. 

 
3.3 Incomplete Submission. (Name of provider) shall have no obligation to pay State 

Supplemental Rebate amounts for claims that are not submitted as part of an invoice in 
accordance with Section 2.3 of this Agreement. (Name of provider) shall notify State or its 
designee of any incomplete submission within thirty-eight (38) days of (name of provider’s) 
receipt of such submission pursuant to Section 2.3. 

 
3.4 Over/Underpayment. If either party discovers an error in the payment of State 

Supplemental Rebates, it shall notify the other of such error. The parties shall attempt to 
reconcile all differences through discussion and negotiation; if that attempt fails, the parties 
will resolve their dispute in accordance with generally accepted applicable procedures 
followed by State or CMS in disputes concerning Medicaid Drug Rebates. Any 
overpayment shall be deducted from subsequent State Supplemental Rebates payable 
under this Agreement. In the event that no subsequent State Supplemental Rebates are 
payable, State will refund any such overpayment to (name of provider) within thirty (30) 
days of the parties’ acknowledgement of the overpayment. (Name of provider) will remit 
any underpayment to State within thirty (30) days of the parties’ acknowledgement of such 
underpayment. 

 
3.5 Discretion to Market. Nothing in this Agreement shall be construed to prohibit (name of 

provider) from discontinuing production, marketing or distribution of any Covered Product or 
from transferring or licensing any Covered Product to a third party. It is understood that 
(name of provider) is liable for the payment of State Supplemental Rebates only for 
Covered Products (as identified by the 11-digit NDC code) distributed (directly or through 
the wholesale channel) to retail Pharmacies and dispensed to Medicaid Recipients. If 
(name of provider) elects to discontinue production, marketing or distribution of any 
Covered Product or to transfer or license any Covered Product to a third party, (name of 
provider) shall make every reasonable effort to notify State prior to such actions. 

 
4. Term and Termination 
 
4.1 Effective Date. This Agreement shall be effective as of (Month, day, year) and shall 

continue in force through (Month, day, year), unless it is terminated sooner pursuant to the 
following: 
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 a)   Breach.  If either party commits a material breach of this Agreement, the non- 
breaching party shall deliver written notice mailed by certified mail, return receipt 
requested, of the alleged breach to the breaching party, with an opportunity for the 
breaching party to cure the breach during the thirty (30) day period following delivery. 
Failure to cure shall give the non-breaching party the right to cancel this Agreement at 
the end of the thirty (30) day period. The non-breaching party shall give the breaching 
party final written notice of the cancellation of this Agreement. 

 
 b) Without Cause.  Either party may terminate this Agreement without cause as of the 

end of any calendar quarter by giving the other party ninety (90) days prior written 
notice. 

 
4.2 Accrued Obligations/Remedies.  The expiration or termination of this Agreement shall not 

affect any rights or obligations of the parties that have accrued prior to the effective date of 
such termination.  The fact that either party exercises any right of termination it may have 
under this Agreement shall not prevent such party from pursuing any other remedy it may 
be entitled to in law or equity. Any remedy provided herein shall not be deemed an 
exclusive remedy unless expressly provided for as such. 

 
4.3 Execution, Amendment, and Waiver. This Agreement shall be binding only upon 

signature by both parties. This Agreement, or any provision, may be altered, amended, or 
waived by a written amendment executed by both parties. Any alterations or amendments 
to the Agreement must be authorized by CMS. 

 
5 Miscellaneous 
 
5.1 Record Keeping and Audit.  During the term of this Agreement and for a period of three 

(3) years thereafter, both parties to the Agreement shall use reasonable efforts at all times 
to ensure that they maintain accurate books, files and records relevant to this Agreement. 
At (name of provider’s) written request, State shall make such information available for 
inspection by (name of provider) representatives or its designated auditors during regular 
business hours. Upon written request, each party shall otherwise have the right to inspect, 
up to once each year, all such relevant books and records of the other party to verify 
compliance with the terms of this Agreement. 

 
5.2 Indemnification.  (Name of provider) shall be responsible for and shall indemnify and hold 

State harmless from all claims resulting from the acts or omissions of (name of provider) 
and any Subcontractor. State shall be responsible and shall indemnify and hold (name of 
provider) harmless from all claims resulting from the acts or omissions of State. 

 
5.3 Confidentiality.  Except as otherwise may be required to be disclosed by law and in 

accordance with the Rebate Agreement between the Secretary of Health and Human 
Services and the drug manufacturers, information disclosed by (name of provider) in 
connection with this Agreement will not be disclosed by the State. Each party shall maintain 
the confidentiality of all the terms and conditions of this Agreement throughout the term 
hereof and for a period of three (3) years thereafter. 

 
5.4 Notices.  Any notice required or permitted to be given by either party to the other shall be 

given in person or sent by first class mail or express delivery, addressed to the other party 
at the address set forth below. 
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(Name of Provider):       State: 
Mailing Address      __________________________ 

         __________________________ 
         __________________________ 
         Attn: _____________________ 
 
5.5 Force Majeure. Noncompliance with any obligations hereunder due to force majeure, such as 

acts of God, laws or regulations of any government, war, civil commotion, destruction of 
production facilities and materials, fire, earthquake or storm, labor disturbances, shortage of 
materials, failure of public utilities or common carriers, and any other causes beyond the 
reasonable control of the parties, shall not constitute breach of contract. 

 
5.6 Assignment.  Neither party shall have the right to assign this Agreement to a third party 

without the prior written consent of the other party, which consent shall not be unreasonably 
withheld. Any permitted assignee shall assume all obligations of its assignor under this 
Agreement. No assignment shall relieve any party of responsibility for the performance of any 
obligations that have accrued prior to such assignment. 

 
5.7 No Waiver of Rights.  The failure of either party to insist upon the strict observation or 

performance of any provision of this Agreement or to exercise any right or remedy shall not 
impair or waive any such right or remedy in the future. Every right and remedy given by this 
Agreement to the parties may be exercised from time to time as often as appropriate.  

 
5.8 Entire Agreement.  This Agreement contains the entire agreement and understanding of the 

parties as authorized by CMS.  This Agreement (including Attachments) may not be amended 
or modified except upon the written agreement of both parties.  

 
5.9 Governing Law.  This Agreement shall be governed by the laws of the State of Washington.  In 

the event of a lawsuit involving this Agreement, venue shall be proper only in Thurston County, 
Washington.  

 
5.10 Effect of Future Laws.  In the event of the enactment, promulgation, rescission, modification 

or interpretation of any law or regulation after the date hereof which would (a) materially 
adversely affect the manner in which either party is obligated to perform under this Agreement, 
(b) adversely affect for either party the net prices or State Supplemental Rebates or other terms 
applicable under this Agreement, or (c) have the effect of requiring the net prices or State 
Supplemental Rebates or other terms applicable under this Agreement to be extended or 
offered to any third party, each party shall have the right to enter into good faith negotiation with 
the other in order to seek to agree on reasonable terms for maintaining the intent of the 
Agreement affected by such  enactment, promulgation, etc. Agreement on any such terms 
shall be in the sole discretion of each party.  If the parties do not agree within sixty (60) days of 
a party’s written request for negotiations, either party may terminate this Agreement with 
respect to the affected Covered Products upon expiration of the sixty (60) day period, with 
immediate effect. 

 
5.11 Compliance with Law.  In connection with its respective obligations under this Agreement, 

each party shall comply with all applicable federal, state and local laws and regulations, 
including without limitation any disclosure or consent requirements. 

 
5.12 Authority.  State and (name of provider) each represent and warrant to the other that the 

person signing below has all requisite legal power and authority to execute this Agreement on 
behalf of each party and each party shall thereby be bound. 

In use as of June 4, 2004. CMS Approved With No State Plan Amendment Necessary, October 1, 2004    1  



 
5.13 Best Price Contingency.  The effectiveness of this Agreement shall be contingent on (name of 

provider’s) Best Price and AMP not being affected by State Supplemental Rebates. 
 
5.14 CMS Approval Contingency.  The effectiveness of this Agreement shall be contingent on 

receipt of CMS approval by State, as evidenced by the CMS Approval Letter, attached hereto 
as Exhibit C and incorporated by reference. 

 
IN WITNESS WHEREOF, this Agreement has been executed by the parties set forth below: 
 
(Name of Provider)     State of Washington Department of 
        Social and Health Services 
 
 
________________________________   ________________________________ 
Name        Name 
 
Title: ____________________________  Title: ___________________________ 
 
Date: ____________________________  Date: ___________________________ 
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ATTACHMENT A 
 

Covered Products 
 
 

The products to which this Supplemental Rebate Agreement shall apply are the following: 
 
 
NDC Brand Strength Package Description 
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ATTACHMENT B 
 

 
New offer is for net cost for exclusive preferred drug___________ 
 
New offer is for net cost for one of two preferred drugs_________ 
 
New offer is for net cost for one of three preferred drugs________ 
 
New offer is for net cost for reference pricing___________________________ 

 
 

Rebate Formula 
 

 
Supplemental Rebate shall be calculated on a calendar quarter basis according to the following 
formula and will be lower than or equal to the net cost of the Competitive Product for reference 
pricing: 
 
 
Supplemental Rebate = (IIngredient Reimbursement) - (IICMS Rebate)  -  (Net Cost) 
 
 
(_______QuarterYear) net cost for (name of product): 
Net Cost for (name/dosage of product) = (price) 
Net Cost for (name/dosage of product) = (price) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
I Ingredient Reimbursement based on the Average Wholesale Price (AWP) as published by 
First DataBank on the first day of the quarter in which the rebate applies. 
 
II CMS Rebate as calculated and provided to State by CMS on a calendar quarter for the 
quarter in which the rebate applies. 
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STATE OF WASHINGTON 
SUPPLEMENTAL REBATE AGREEMENT 
 
This Supplemental Rebate Agreement (“Agreement”) is dated as of this ___day of 
_____________, 200_, by and between the State of Washington Department of Social and 
Health Services (“State”) and _________________________________ (“Provider”). 
 

RECITALS 
 
WHEREAS, the State has the authority to enter into agreements with pharmaceutical 
manufacturers to collect supplemental rebates for the benefit of the State’s Medicaid recipients 
providing such agreements are approved by the Center for Medicare and Medicaid Services 
(CMS); and 
 
WHEREAS, the Provider is willing to provide supplemental rebates to the State based on 
the actual dispensing of the Provider’s Covered Products under the State’s Medicaid 
program. 
 
NOW THEREFORE, in consideration of the foregoing and of the representations, warranties  
and covenants set forth below, the parties, intending to be legally bound, agree as follows: 
 
1. Definitions. As used herein, the following terms shall have the meanings set forth 
 below: 
 
1.1 Agreement means this Supplemental Rebate Agreement, including all documents 
 attached or incorporated by reference. 
 
1.2 Average Manufacturer Price (AMP) shall mean, with respect to a covered outpatient 

drug of a manufacturer for a rebate period, the average price paid to the manufacturer for 
the drug in the United States by wholesalers for drugs distributed to the retail pharmacy 
class of trade class of trade, after deducting customary prompt pay discounts.   

 
1.3 Average Wholesale Price (“AWP”) shall mean the published price of the           

Covered Product by National Drug Code (“NDC”) as published by First DataBank on the 
first day of the calendar quarter that corresponds to the calendar quarter for which the 
State utilization data for the Covered Product is reported to the Provider. 

 
1.4 Basic Rebate shall mean, with respect to the Covered Product, the quarterly payment 
 by the Provider pursuant to the Provider’s Medicaid Drug Rebate 
 Agreement made in accordance with Section 1927(c)(1) or Section 1927(c)(3) of the 
 Social Security Act (42 U.S.C. 1396r-8(c)(1) and 42 U.S.C. 1396r-8(3)). 
 
1.5 Best Price shall mean the lowest price available from the manufacturer during the rebate 

period to any wholesaler, retailer, provider, health maintenance organization, nonprofit 
entity, or governmental entity with exception of those exceptions stated at Section 
1927(c)(1). 

 
1.6 CMS shall mean the Center for Medicare and Medicaid Services (formerly known as 
 the Health Care Financing Administration) of the U.S. Department of Health and Human  

services, or any successor or renamed agency carrying out the functions and duties 
heretofore carried out by such office. 
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1.7 Competitive Product shall mean a pharmaceutical product that is therapeutically 
interchangeable to one or more Covered Products of Provider.   

 
1.8 Covered Product shall mean a pharmaceutical product identified in Attachment A of this 

agreement   
 
1.9 CPI Rebate means, with respect to the Covered Product, the quarterly payment by 
 the Provider pursuant to the Provider’s Medicaid Drug Rebate Agreement, 
 made in accordance with Section 1927(c)(2) of the Social Security Act (42 U.S.C. 1396r- 
 8(c) and 42 U.S.C. 1396r-8(3)). 
 
1.10 Ingredient Reimbursement Basis shall mean the formula used by State to reimburse 

Pharmacy providers for branded pharmaceuticals. 
 
1.9 Maximum Allowable Cost (MAC) shall mean the lowest reimbursement rate 
 established by the State for any drug in the same class as Covered Product. 
 
1.10 Medicaid Drug Rebate Agreement shall mean the agreement in place between the 

Provider and the Secretary of Health and Human Services, pursuant to Section 4401 
 of the Omnibus Budget Reconciliation Act of 1990 (Public Law 101-508). CMS is the 
 agency within HHS having the delegated authority to operate the Medicaid program. 
 
1.11 Medicaid Recipient shall mean any person enrolled in the State Medicaid Program 
 and eligible to receive prescription drug benefits under a fee for service arrangement. 
 
1.12 Net Cost shall mean the prescription drug ingredient reimbursement calculated as 
 (AWP - __ %) minus the sum of all rebates paid by the Provider to the State for the 
 Covered Product for the calendar quarter. In the event of any change to the calculation 
 used by the State to determine drug ingredient reimbursement paid by the State to 
 Pharmacy providers, the applicable terms of this Agreement shall be amended to reflect 
 such change. 
 
1.13 Pharmacy shall mean a facility licensed to dispense legend drugs, and enrolled as a 
 State Medicaid provider. 
 
1.14 Preferred Drug List shall mean a document listing various pharmaceutical products 
 covered by the State Medicaid Program for the purpose of guiding the prescribing, 
 dispensing and acquisition of pharmaceutical products. The Preferred Drug List shall not 

prevent beneficiaries from obtaining access to medically necessary drugs of 
manufacturers that participate in the Medicaid Drug Rebate Program. 

 
1.15 State Medicaid Program shall mean the joint federal and state medical assistance 
 program as established and defined pursuant to Title 42 U.S.C. 1396, et seq., that 

provides reimbursement for or coverage of prescription drug products to Medicaid 
Recipients. 

 
1.16 State Supplemental Rebate shall mean an amount paid on a calendar quarter basis 

by the Provider to the State for utilization under State’s fee for service Medicaid 
program pursuant to Rebate Formula in Attachment B of this Agreement.  
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1.17 Unit means drug unit in the lowest identifiable amount (e.g., tablet or capsule or solid 
dosage forms, milliliter for liquid forms, grams for ointment or creams).. 

 
 
1.18 USC means the United States Code. All references to this agreement to USC chapters or 

sections shall include any successor, amended, or replacement statute. 
 
1.19 WAC means the Washington Administrative Code. All references in this Contract to 

WAC chapters or sections shall include any successor, amended, or replacement 
regulation. 

 
2. State Obligations 
 
2.1 Preferred Drug List. To be eligible for the Supplemental Rebates specified in Attachment 

B: 
 
 a)    State shall place and maintain Covered Product on the Preferred Drug List, it being 

agreed that utilization shall be eligible for the State Supplemental Rebate only in quarters in 
which Covered Product is listed on the Preferred Drug List; and 

 
 b) State shall place Covered Products in an advantaged position relative to non-

preferred Competitive Products regarding Preferred Drug List status, unless otherwise 
mutually agreed upon in writing by the State and Provider; and 

 
 c) Neither State nor State’s fiscal agent will in any way disadvantage Covered Product 

through usages or restrictions not equally applied to other drugs in the same drug class as 
the Covered Product that are on the Preferred Drug List, unless otherwise mutually agreed 
upon in writing by the State and Provider; and 

 
 d) State shall have on file the fully executed CMS Approval Letter, attached hereto as 

Exhibit C and incorporated by reference. 
 
2.2 Preferred Drug List Documentation and Publication. State shall communicate the 

inclusion of Covered Product on the Preferred Drug List to State Medicaid Program 
providers through the standard notification process. 

 
2.3 Invoicing. State shall invoice Provider for State Supplemental Rebates separately from 

CMS Rebates using the format set forth by CMS (Reconciliation of State Invoice format). 
State shall submit the State Supplemental Rebate invoice to the Provider within sixty (60) 
days after the end of each calendar quarter in which the Covered Product subject to such 
State Supplemental Rebate was paid for by State. Any amended invoice shall be submitted 
by State within fifteen (15) months after the end of the calendar quarter in which Covered 
Product was paid for by State. 

 
2.4 Patient Information. State, its agents, employees and contractors shall not provide to the 

Provider any patient identifiable information or protected health information (“PHI”) or any 
other information prohibited or regulated by laws or regulations governing confidentiality 
of medical or other information. 

 
2.5 Approval of Generic. If during the duration of this Agreement a generic equivalent of any 

Competitive Product should become available, State will allow Covered Product to remain 
on the Preferred Drug List so long as the net cost to the State, as defined in Attachment B,  
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is not more than the lowest reimbursement cost as established by WAC 388-530-1300 for a 
generic equivalent. 

 
 
3. Provider Obligations 
 
3.1 State Supplemental Rebate Payment. Provider agrees to provide a State Supplemental 

Rebate for each of its Covered Products that is paid by the State and dispensed to Medicaid 
Recipients by Pharmacies for each calendar quarter that Covered Products are included in 
the Preferred Drug List.  Provider shall pay to State the State Supplemental Rebate amount 
in accordance with the formula set forth in Attachment B. State shall remit the appropriate 
share of the State Supplemental Rebate payments made under the Agreement to CMS as 
required under it s approved state plan. Nothing in this Agreement shall be construed to 
relieve Provider from its obligation to pay Basic Rebates to State pursuant to the Medicaid 
Drug Rebate Agreement.   

 
3.2 Payment Timeframe. Provider shall pay to State the State Supplemental Rebate amount to 

which State is entitled in accordance with the formula set forth in Attachment B, within 
thirty-eight (38) days after receipt of State’s Supplemental Rebate invoice pursuant to 
Section 2.3. 

 
3.3 Incomplete Submission. Provider shall have no obligation to pay State Supplemental 

Rebate amounts for claims that are not submitted as part of an invoice in accordance with 
Section 2.3 of this Agreement. Provider shall notify State or its designee of any incomplete 
submission within thirty-eight (38) days of Porivder’s receipt of such submission pursuant 
to Section 2.3. 

 
3.4 Over/Underpayment. If either party discovers an error in the payment of State 

Supplemental Rebates, it shall notify the other of such error. The parties shall attempt to 
reconcile all differences through discussion and negotiation; if that attempt fails, the parties 
will resolve their dispute in accordance with generally accepted applicable procedures 
followed by State or CMS in disputes concerning Medicaid Drug Rebates. Any 
overpayment shall be deducted from subsequent State Supplemental Rebates payable under 
this Agreement. In the event that no subsequent State Supplemental Rebates are payable, 
State will refund any such overpayment to Provider within thirty (30) days of the parties’ 
acknowledgement of the overpayment.  Provider will remit any underpayment to State 
within thirty (30) days of the parties’ acknowledgement of such underpayment. 

 
3.5 Discretion to Market. Nothing in this Agreement shall be construed to prohibit Provider 

from discontinuing production, marketing or distribution of any Covered Product or from 
transferring or licensing any Covered Product to a third party. It is understood that Provider 
is liable for the payment of State Supplemental Rebates only for Covered Products (as 
identified by the 11-digit NDC code) distributed (directly or through the wholesale 
channel) to retail Pharmacies and dispensed to Medicaid Recipients. If Provider elects to 
discontinue production, marketing or distribution of any Covered Product or to transfer or 
license any Covered Product to a third party, Provider shall make every reasonable effort to 
notify State prior to such actions. 

 
4. Term and Termination 
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4.1 Effective Date. This Agreement shall be effective as of (Month, day, year) and shall 
continue in force through (Month, day, year), unless it is terminated sooner pursuant to the 
following: 

 
 a)   Breach.  If either party commits a material breach of this Agreement, the non- 

breaching party shall deliver written notice mailed by certified mail, return receipt 
requested, of the alleged breach to the breaching party, with an opportunity for the 
breaching party to cure the breach during the thirty (30) day period following  

  delivery. Failure to cure shall give the non-breaching party the right to cancel this 
Agreement at the end of the thirty (30) day period. The non-breaching party shall give 
the breaching party final written notice of the cancellation of this Agreement. 

 
 b) Without Cause.  Either party may terminate this Agreement without cause as of the 

end of any calendar quarter by giving the other party ninety (90) days prior written 
notice. 

 
4.2 Accrued Obligations/Remedies.  The expiration or termination of this Agreement shall 

not affect any rights or obligations of the parties that have accrued prior to the effective 
date of such termination.  The fact that either party exercises any right of termination it may 
have under this Agreement shall not prevent such party from pursuing any other remedy it 
may be entitled to in law or equity. Any remedy provided herein shall not be deemed an 
exclusive remedy unless expressly provided for as such. 

 
4.3 Execution, Amendment, and Waiver. This Agreement shall be binding only upon 

signature by both parties. This Agreement, or any provision, may be altered, amended, or 
waived by a written amendment executed by both parties. Any alterations or amendments 
to the Agreement must be authorized by CMS. 

 
5 Miscellaneous 
 
5.1 Record Keeping and Audit.  During the term of this Agreement and for a period of  
 three (3) years thereafter, both parties to the Agreement shall use reasonable efforts at all 

times to ensure that they maintain accurate books, files and records relevant to this 
Agreement. At Provider’s written request, State shall make such information available for 
inspection by Provider representatives or its designated auditors during regular business 
hours. Upon written request, each party shall otherwise have the right to inspect, up to once 
each year, all such relevant books and records of the other party to verify compliance with 
the terms of this Agreement. 

 
5.2 Indemnification.  Provider shall be responsible for and shall indemnify and hold State 

harmless from all claims caused by or arising out of Provider’s or any subcontractor’s 
negligent or otherwise wrongful performance, act or omission under the Agreement.  State 
shall be responsible and shall indemnify and hold Provider harmless from all claims caused 
by or arising out of the State’s negligent or otherwise wrongful performance, act, or 
omission of any term of the Agreement. 

 
5.3 Confidentiality.  Except as otherwise may be required to be disclosed by law and in 

accordance with the Medicaid Drug Rebate Agreement between the Secretary of U.S. 
Department of Health and Human Services and the drug manufacturers, information 
disclosed by provider in connection with this Agreement will not be disclosed by the State. 
Each party shall maintain the confidentiality of all the terms and conditions of this 
Agreement throughout the term hereof and for a period of three (3) years thereafter. 
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5.4 Notices.  Any notice required or permitted to be given by either party to the other shall be 

given in person or sent by first class mail or express delivery, addressed to the other party 
at the address set forth below. 
 
State Mailing Address:    Provider Mailing Address  
__________________________   __________________________ 

 __________________________   __________________________ 
 __________________________   __________________________ 
 Attn: _____________________   __________________________ 
 
5.5 Force Majeure. Noncompliance with any obligations hereunder due to force majeure,  
 such as acts of God, laws or regulations of any government, war, civil commotion, 

destruction of production facilities and materials, fire, earthquake or storm, labor 
 disturbances, shortage of materials, failure of public utilities or common carriers, and any 

other causes beyond the reasonable control of the parties, shall not constitute breach of 
contract. 

 
5.6 Assignment.  Neither party shall have the right to assign this Agreement to a third party 

without the prior written consent of the other party, which consent shall not be 
unreasonably withheld. Any permitted assignee shall assume all obligations of its assignor 
under this Agreement. No assignment shall relieve any party of responsibility for the 
performance of any obligations that have accrued prior to such assignment. 

 
5.7 No Waiver of Rights.  The failure of either party to insist upon the strict observation or 

performance of any provision of this Agreement or to exercise any right or remedy shall  
 not impair or waive any such right or remedy in the future. Every right and remedy  
 given by this Agreement to the parties may be exercised from time to time as often as 

appropriate.  
 
5.8 Entire Agreement.  This Agreement contains the entire agreement and understanding of 

the parties as authorized by CMS.  This Agreement (including Attachments) may not be 
amended or modified except upon the written agreement of both parties as authorized by 
CMS.  

 
5.9 Governing Law.  This Agreement shall be governed by the laws of the State of 

Washington.  In the event of a lawsuit involving this Agreement, venue shall be proper only 
in Thurston County, Washington.  

 
5.10 Effect of Future Laws.  In the event of the enactment, promulgation, rescission, 

modification or interpretation of any law or regulation after the date hereof which would  
  
 (a) materially adversely affect the manner in which either party is obligated to perform 
 under this Agreement,  
 
 (b) adversely affect for either party the net prices or State Supplemental Rebates or other 

terms applicable under this Agreement, or  
 
 (c) have the effect of requiring the net prices or State Supplemental Rebates or other terms 

applicable under this Agreement to be extended or offered to any third party. 
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 Each party shall have the right to enter into good faith negotiation with the other in order to 
seek to agree on reasonable terms for maintaining the intent of the Agreement affected by 
such enactment, promulgation, etc. Agreement on any such terms shall be in the sole 
discretion of each party.  If the parties do not agree within sixty (30) days of a party’s 
written request for negotiations, either party may terminate this Agreement with respect to 
the affected Covered Products upon expiration of the sixty (30) day period, with immediate 
effect. 

 
5.11 Compliance with Law.  In connection with its respective obligations under this 

Agreement, each party shall comply with all applicable federal, state and local laws and 
regulations, including without limitation any disclosure or consent requirements. 

 
5.12 Authority.  State and Provider each represent and warrant to the other that the person 

signing below has all requisite legal power and authority to execute this Agreement on 
behalf of each party and each party shall thereby be bound. 

 
5.13 Best Price Contingency.  The effectiveness of this Agreement shall be contingent on 

Provider’s Best Price and AMP not being affected by State Supplemental Rebates. 
 
5.14 CMS Approval Contingency.  The effectiveness of this Agreement shall be contingent on 

receipt by State of CMS approval of the form of this Agreement. 
 
IN WITNESS WHEREOF, this Agreement has been executed by the parties set forth below: 
 
State of Washington      ________________________________ 
Department of Social and Health Services  (“Provider”) 
 
 
________________________________   ________________________________ 
Name        Name 
 
Title: ____________________________  Title: ___________________________ 
 
Date: ____________________________  Date: ___________________________ 
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ATTACHMENT A 
 

Covered Products 
 
 

The products to which this Supplemental Rebate Agreement shall apply are the following: 
 
 
NDC Brand Strength Package Description 
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ATTACHMENT B 
 

 
New offer is for net cost for exclusive preferred drug___________ 
 
New offer is for net cost for one of two preferred drugs_________ 
 
New offer is for net cost for one of three preferred drugs________ 
 

 
 

Rebate Formula 
 
 

Supplemental Rebate shall be calculated on a calendar quarter basis according to the following 
formula: 
 
Supplemental Rebate =(iIngredient Reimbursement) (iiCMS Rebate)  -  (Net Cost) 
 
 
(QuarterYear) net cost for (name of product): 
Net Cost for (name/dosage of product) = (price) 
Net Cost for (name/dosage of product) = (price) 
 

For the term of this Agreement, Net Cost for Covered Product shall be fixed at the following: 
 

Covered Product 
(drug name) 

Dosage/Package Unit Type NDC-9 OR NDC-11 Net Cost 
Per Unit 

     
     
     

 
 
 

 
 
 
 
 
 
 
 
 
i Ingredient Reimbursement based on the Average Wholesale Price (AWP) as published by First DataBank 
on the first day of a calendar quarter for the quarter in which the rebate applies; 
 
 
ii CMS Rebate as calculated and provided to State by CMS on a calendar quarter for the quarter in which 
the rebate applies. 
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ATTACHMENT C 

 
CMS Approval Letter 

 
Email 
 
From: Maria Garza [MGarza@cms.hhs.gov] 
Sent: Thursday, January 27, 2005 4:35 PM 
Cc: Kimberly Howell; MYERSEA@dshs.wa.gov 
Subject: Re: Fwd: FW: Proposed Merck Amendment to Approved Supplemental 
Drug RebateAgreement 
 
Attachments: Merck Rebate Agrmt 11-04.doc 
 
Dr. Thompson: 
 
CMS has completed our review of the proposed Merck amendments to Washington's approved 
supplemental rebate agreement.  Based upon our review the proposed amendments are not 
substantive, as revised and continue to be consistent with the respective standards established by 
CMS in the September 18, 2002, State Medicaid Directors Letter.    
Consequently, the submission of a State Plan Amendment is not required.  
However, any subsequent changes to this agreement must be submitted to CMS for review. 
  
Thank you to you and your staff for your patience on this matter.  We continue to work to move 
forward the decision on the Pfizer agreement. 
 
Maria Garza & Kim Howell 
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STATE OF WASHINGTON 
SUPPLEMENTAL REBATE AGREEMENT 
 
This Supplemental Rebate Agreement (“Agreement”) is dated as of this ___day of 
_____________, 200_, by and between the State of Washington Department of Social and 
Health Services (“State”) and (name of provider). 
 

RECITALS 
 
WHEREAS, the State has the authority to enter into agreements with pharmaceutical 
manufacturers to collect supplemental rebates in addition to the rebates received under the CMS 
Rebate Agreement, pursuant to section 1927 of the Social Security Act (42 U.S.C. section 
1396(r)(8) for the benefit of Washington’s Medicaid recipients, providing such agreements are 
approved by the Center for Medicare and Medicaid Services (CMS); and 
 
WHEREAS, (name of provider) is willing to provide supplemental rebates to the State based on 
the actual dispensing of (name of provider) Covered Products under the State’s Medicaid 
program. 
 
NOW THEREFORE, in consideration of the foregoing and of the representations, warranties  
and covenants set forth below, the parties, intending to be legally bound, agree as follows: 
 
1. Definitions. As used herein, the following terms shall have the meanings set forth 
 below: 
 
1.1 “Agreement” means this Supplemental Rebate Agreement, including all documents 
 attached or incorporated by reference. 
 
1.2 “Average Wholesale Price (“AWP”)” shall mean the published price of the Covered 
 Product by National Drug Code (“NDC”) as published by First DataBank on the first day 
 of the calendar quarter that corresponds to the calendar quarter for which the State  
 utilization data for the Covered Product is reported to (name of provider). 
 
1.3 “Basic Rebate” shall mean, with respect to the Covered Product, the quarterly payment 
 by (name of provider) pursuant to (name of provider’s) Medicaid Drug Rebate 
 Agreement made in accordance with Section 1927(c)(1) or Section 1927(c)(3) of the 
 Social Security Act (42 U.S.C. 1396r-8(c)(1) and 42 U.S.C. 1396r-8(3)). 
 
1.4 “CMS” shall mean the Center for Medicare and Medicaid Services (formerly known as 
 the Health Care Financing Administration) of the U.S. Department of Health and Human  

services, or any successor or renamed agency carrying out the functions and duties 
heretofore carried out by such office. 
 

1.5 “Competitive Product” shall mean any (specific drug class) that competes with Covered 
Product.  (e.g., any Proton Pump Inhibitor) 

 
1.6 “Covered Product” shall mean (specific product(s) strength(s) dosage form) (e.g., 

“Prevacid 15mg and 30mg capsules.”) 
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1.7 “CPI Rebate” means, with respect to the Covered Product, the quarterly payment by 
 (name of provider) pursuant to (name of provider’s) Medicaid Drug Rebate Agreement, 
 made in accordance with Section 1927(c)(2) of the Social Security Act (42 U.S.C. 1396r- 
 8(c)(1) and 42 U.S.C. 1396r-8(3)). 
 
1.8 “Ingredient Reimbursement Basis” shall mean the formula used by State to reimburse 

Pharmacy providers for branded pharmaceuticals. 
 
1.9 “Maximum Allowable Cost (MAC)” shall mean the lowest reimbursement rate 
 established by the State for generic (drug class). 
 
1.10 “Medicaid Drug Rebate Agreement” shall mean the agreement in place between (name 
 of provider) and the Secretary of Health and Human Services, pursuant to Section 4401 
 of the Omnibus Budget Reconciliation Act of 1990 (Public Law 101-508). CMS is the 
 agency within HHS having the delegated authority to operate the Medicaid program. 
 
1.11 “Medicaid Recipient” shall mean any person enrolled in the State Medicaid Program 
 and eligible to receive prescription drug benefits under a fee for service arrangement. 
 
1.12 “Net Cost” shall mean the prescription drug ingredient reimbursement calculated as 
 (AWP - __ %) minus the sum of all rebates paid by (name of provider) to the State for the 
 Covered Product for the calendar quarter. In the event of any change to the calculation 
 used by the State to determine drug ingredient reimbursement paid by the State to 
 Pharmacy providers, the applicable terms of this Agreement shall be amended to reflect 
 such change. 
 
1.13 “Pharmacy” shall mean a facility licensed to dispense legend drugs, and enrolled as a 
 State Medicaid provider. 
 
1.14 “Preferred Drug List” shall mean a document listing various pharmaceutical products 
 covered by the State Medicaid Program for the purpose of guiding the prescribing, 
 dispensing and acquisition of pharmaceutical products. The Preferred Drug List shall not 

prevent beneficiaries from obtaining access to medically necessary drugs of 
manufacturers that participate in the Medicaid Drug Rebate Program. 

 
1.15 “State Medicaid Program” shall mean the joint federal and state medical assistance 
 program as established and defined pursuant to Title 42 U.S.C. 1396, et seq., that 

provides reimbursement for or coverage of prescription drug products to Medicaid 
Recipients. 

 
1.16 “State Supplemental Rebate” shall mean an amount paid on a calendar quarter basis by 

(name of provider) to State for utilization under State’s fee for service Medicaid program 
pursuant to this Agreement which renders at the option of the State, either (a) a net cost 
of Covered Products that is less than or equal to the cost of the competitive product for 
each quarter covered by the terms of this contract; or (b) a net cost that is comparatively 
low or that is the lowest net cost to an equivalent therapeutic dose of Covered Product to 
become a preferred drug in the drug class. 

 
1.17 “Unit” means a single CMS unit of Covered Product. 
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1.18 “USC” means the United States Code. All references to this agreement to USC chapters 

or sections shall include any successor, amended, or replacement statute. 
 
1.19 “WAC” means the Washington Administrative Code. All references in this Contract to 

WAC chapters or sections shall include any successor, amended, or replacement 
regulation. 

 
2. State Obligations 
 
2.1 Preferred Drug List. To be eligible for the Supplemental Rebates specified in Attachment 

B: 
 
 a)    State shall place and maintain Covered Product on the Preferred Drug List, it being 

agreed that utilization shall be eligible for the State Supplemental Rebate only in quarters in 
which Covered Product is listed on the Preferred Drug List; and 

 
 b) State shall place Covered Products in an advantaged position relative to non-

preferred Competitive Products regarding Preferred Drug List status, unless otherwise 
mutually agreed upon in writing by the State and (name of provider); and 

 
 c) Neither State nor State’s fiscal agent will in any way disadvantage Covered Product 

through usages or restrictions not equally applied to other (drug class) on the Preferred 
Drug List, unless otherwise mutually agreed upon in writing by the State and (name of 
provider); and 

 
 d) State shall have on file the fully executed CMS Approval Letter, attached hereto as 

Exhibit C and incorporated by reference. 
 
2.2 Preferred Drug List Documentation and Publication. State shall communicate the 

inclusion of Covered Product on the Preferred Drug List to State Medicaid Program 
providers through the standard notification process. 

 
2.3 Invoicing. State shall invoice (name of provider) for State Supplemental Rebates separately 

from CMS Rebates using the format set forth by CMS (Reconciliation of State Invoice 
format). State shall submit the State Supplemental Rebate invoice to (name of provider) 
within sixty (60) days after the end of each calendar quarter in which the Covered Product 
subject to such State Supplemental Rebate was paid for by State. Any amended invoice 
shall be submitted by State within fifteen (15) months after the end of the calendar quarter 
in which Covered Product was paid for by State. 

 
2.4 Patient Information. State, its agents, employees and contractors shall not provide to 

(name of provider) any patient identifiable information or protected health information 
(“PHI”) or any other information prohibited or regulated by laws or regulations governing 
confidentiality of medical or other information. 

 
3. (Name of Provider) Obligations 
 
3.1 State Supplemental Rebate Payment. (Name of provider) agrees to provide a State 

Supplemental Rebate for each of its Covered Products that is paid by the State and 
dispensed to Medicaid Recipients by Pharmacies for each calendar quarter that Covered 
Products are included in the Preferred Drug List. (Name of provider) shall pay to State the 
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State Supplemental Rebate amount in accordance with the formula set forth in Attachment 
B. Nothing in this Agreement shall be construed to relieve (name of provider) from its 
obligation to pay Medicaid Drug Rebates for utilization by State Medicaid Recipients. State 
shall remit the appropriate share of the State Supplemental Rebate payments made under 
the Agreement to CMS as required under it s approved state plan. 

 
3.2 Payment Timeframe. (Name of provider) shall pay to State the State Supplemental Rebate 

amount to which State is entitled in accordance with the formula set forth in Attachment B, 
within thirty-eight (38) days after receipt of State’s invoice. 

 
3.3 Incomplete Submission. (Name of provider) shall have no obligation to pay State 

Supplemental Rebate amounts for claims that are not submitted as part of an invoice in 
accordance with Section 2.3 of this Agreement. (Name of provider) shall notify State or its 
designee of any incomplete submission within thirty-eight (38) days of (name of 
provider’s) receipt of such submission pursuant to Section 2.3. 

 
3.4 Over/Underpayment. If either party discovers an error in the payment of State 

Supplemental Rebates, it shall notify the other of such error. The parties shall attempt to 
reconcile all differences through discussion and negotiation; if that attempt fails, the parties 
will resolve their dispute in accordance with generally accepted applicable procedures 
followed by State or CMS in disputes concerning Medicaid Drug Rebates. Any 
overpayment shall be deducted from subsequent State Supplemental Rebates payable under 
this Agreement. In the event that no subsequent State Supplemental Rebates are payable, 
State will refund any such overpayment to (name of provider) within thirty (30) days of the 
parties’ acknowledgement of the overpayment. (Name of provider) will remit any 
underpayment to State within thirty (30) days of the parties’ acknowledgement of such 
underpayment. 

 
3.5 Discretion to Market. Nothing in this Agreement shall be construed to prohibit (name  
 of provider) from discontinuing production, marketing or distribution of any Covered 

Product or from transferring or licensing any Covered Product to a third party. It is 
understood that (name of provider) is liable for the payment of State Supplemental Rebates 
only for Covered Products (as identified by the 11-digit NDC code) distributed (directly or 
through the wholesale channel) to retail Pharmacies and dispensed to Medicaid Recipients. 
If (name of provider) elects to discontinue production, marketing or distribution of any 
Covered Product or to transfer or license any Covered Product to a third party, (name of 
provider) shall make every reasonable effort to notify State prior to such actions. 

4. Term and Termination 
 
4.1 Effective Date. This Agreement shall be effective as of (Month, day, year) and shall 

continue in force through (Month, day, year), unless it is terminated sooner pursuant to the 
following: 

 
 a)   Breach.  If either party commits a material breach of this Agreement, the non- 

breaching party shall deliver written notice mailed by certified mail, return receipt 
requested, of the alleged breach to the breaching party, with an opportunity for the 
breaching party to cure the breach during the thirty (30) day period following  

  delivery. Failure to cure shall give the non-breaching party the right to cancel this 
Agreement at the end of the thirty (30) day period. The non-breaching party shall give 
the breaching party final written notice of the cancellation of this Agreement. 
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 b) Without Cause.  Either party may terminate this Agreement without cause as of the 
end of any calendar quarter by giving the other party ninety (90) days prior written 
notice. 

 
4.2 Accrued Obligations/Remedies.  The expiration or termination of this Agreement shall 

not affect any rights or obligations of the parties that have accrued prior to the effective 
date of such termination.  The fact that either party exercises any right of termination it may 
have under this Agreement shall not prevent such party from pursuing any other remedy it 
may be entitled to in law or equity. Any remedy provided herein shall not be deemed an 
exclusive remedy unless expressly provided for as such. 

 
4.3 Execution, Amendment, and Waiver. This Agreement shall be binding only upon 

signature by both parties. This Agreement, or any provision, may be altered, amended, or 
waived by a written amendment executed by both parties. Any alterations or amendments 
to the Agreement must be authorized by CMS. 

 
5 Miscellaneous 
 
5.1 Record Keeping and Audit.  During the term of this Agreement and for a period of  
 three (3) years thereafter, both parties to the Agreement shall use reasonable efforts at all 

times to ensure that they maintain accurate books, files and records relevant to this 
Agreement. At (name of provider’s) written request, State shall make such information 
available for inspection by (name of provider) representatives or its designated auditors 
during regular business hours. Upon written request, each party shall otherwise have the 
right to inspect, up to once each year, all such relevant books and records of the other party 
to verify compliance with the terms of this Agreement. 

 
5.2 Indemnification.  (Name of provider) shall be responsible for and shall indemnify and 

hold State harmless from all claims resulting from the acts or omissions of (name of 
provider) and any Subcontractor. State shall be responsible and shall indemnify and hold 
(name of provider) harmless from all claims resulting from the acts or omissions of State. 

 
5.3 Confidentiality.  Except as otherwise may be required to be disclosed by law and in 

accordance with the Rebate Agreement between the Secretary of Health and Human 
Services and the drug manufacturers, information disclosed by (name of provider) in 
connection with this Agreement will not be disclosed by the State. Each party shall 
maintain the confidentiality of all the terms and conditions of this Agreement throughout 
the term hereof and for a period of three (3) years thereafter. 

 
5.4 Notices.  Any notice required or permitted to be given by either party to the other shall be 

given in person or sent by first class mail or express delivery, addressed to the other party 
at the address set forth below. 

 
(Name of Provider):       State: 
Mailing Address      __________________________ 

         __________________________ 
         __________________________ 
         Attn: _____________________ 
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5.5 Force Majeure. Noncompliance with any obligations hereunder due to force majeure,  
 such as acts of God, laws or regulations of any government, war, civil commotion, 

destruction of production facilities and materials, fire, earthquake or storm, labor 
 disturbances, shortage of materials, failure of public utilities or common carriers, and any 

other causes beyond the reasonable control of the parties, shall not constitute breach of 
contract. 

 
5.6 Assignment.  Neither party shall have the right to assign this Agreement to a third party 

without the prior written consent of the other party, which consent shall not be 
unreasonably withheld. Any permitted assignee shall assume all obligations of its assignor 
under this Agreement. No assignment shall relieve any party of responsibility for the 
performance of any obligations that have accrued prior to such assignment. 

 
5.7 No Waiver of Rights.  The failure of either party to insist upon the strict observation or 

performance of any provision of this Agreement or to exercise any right or remedy shall  
 not impair or waive any such right or remedy in the future. Every right and remedy  
 given by this Agreement to the parties may be exercised from time to time as often as 

appropriate.  
 
5.8 Entire Agreement.  This Agreement contains the entire agreement and understanding of 

the parties as authorized by CMS.  This Agreement (including Attachments) may not be 
amended or modified except upon the written agreement of both parties.  

 
5.9 Governing Law.  This Agreement shall be governed by the laws of the State of 

Washington.  In the event of a lawsuit involving this Agreement, venue shall be proper only 
in Thurston County, Washington.  

 
5.10 Effect of Future Laws.  In the event of the enactment, promulgation, rescission, 

modification or interpretation of any law or regulation after the date hereof which would  
 (a) materially adversely affect the manner in which either party is obligated to perform 
 under this Agreement, (b) adversely affect for either party the net prices or State 

Supplemental Rebates or other terms applicable under this Agreement, or (c) have the 
effect of requiring the net prices or State Supplemental Rebates or other terms applicable 
under this Agreement to be extended or offered to any third party, each party shall have  

 the right to enter into good faith negotiation with the other in order to seek to agree on 
reasonable terms for maintaining the intent of the Agreement affected by such  

 enactment, promulgation, etc. Agreement on any such terms shall be in the sole discretion 
of each party.  If the parties do not agree within sixty (60) days of a party’s written  

 request for negotiations, either party may terminate this Agreement with respect to the 
affected Covered Products upon expiration of the sixty (60) day period, with immediate 
effect. 

 
5.11 Compliance with Law.  In connection with its respective obligations under this 

Agreement, each party shall comply with all applicable federal, state and local laws and 
regulations, including without limitation any disclosure or consent requirements. 

 
5.12 Authority.  State and (name of provider) each represent and warrant to the other that the 

person signing below has all requisite legal power and authority to execute this Agreement 
on behalf of each party and each party shall thereby be bound. 
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5.13 Best Price Contingency.  The effectiveness of this Agreement shall be contingent on 

(name of provider’s) Best Price and AMP not being affected by State Supplemental 
Rebates. 

 
5.14 CMS Approval Contingency.  The effectiveness of this Agreement shall be contingent on 

receipt of CMS approval by State, as evidenced by the CMS Approval Letter, attached 
hereto as Exhibit C and incorporated by reference. 

 
IN WITNESS WHEREOF, this Agreement has been executed by the parties set forth below: 
 
(Name of Provider)     State of Washington Department of 
        Social and Health Services 
 
 
________________________________   ________________________________ 
Name        Name 
 
Title: ____________________________  Title: ___________________________ 
 
Date: ____________________________  Date: ___________________________ 
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ATTACHMENT A 
 

Covered Products 
 
 

The products to which this Supplemental Rebate Agreement shall apply are the following: 
 
 
NDC Brand Strength Package Description 
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ATTACHMENT B 
 

 
New offer is for net cost for exclusive preferred drug___________ 
 
New offer is for net cost for one of two preferred drugs_________ 
 
New offer is for net cost for one of three preferred drugs________ 
 
New offer is for net cost for reference pricing___________________________ 

 
 

Rebate Formula 
 
 

Supplemental Rebate shall be calculated on a calendar quarter basis according to the following 
formula and will be lower than or equal to the net cost of the Competitive Product for reference 
pricing: 
 
 
Supplemental Rebate =(iIngredient Reimbursement) – (iiCMS Rebate)  -  (Net Cost) 
 
 
(_______QuarterYear) net cost for (name of product): 
Net Cost for (name/dosage of product) = (price) 
Net Cost for (name/dosage of product) = (price)
 
 
 
 
 

 
 
 
 
 
i Ingredient Reimbursement based on the Average Wholesale Price (AWP) as published by First 
DataBank on the first day of a calendar quarter for the quarter in which the rebate applies. 
 
ii CMS Rebate as calculated and provided to State by CMS on a calendar quarter for the quarter 
in which the rebate applies. 
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ATTACHMENT C 
 

CMS Approval Letter 
 

Email 
From: Maria Garza [MGarza@cms.hhs.gov] 
Sent: Tuesday, February 01, 2005 9:18 AM 
Cc: David Meacham; MYERSEA@dshs.wa.gov 
Subject: Fwd: Proposed Pfizer Amendment to Supplemental Drug Rebate 
Agreement 
 
Attachments: WASRAPFIZER.DOC 
 
Dr. Thompson, 
  
We have completed our review of the proposed Pfizer amendments to eliminate section 2.5 and 
2.6  to Washington's approved supplemental rebate agreement.  Based upon our review the 
proposed amendments are not substantive, as revised and continue to be consistent with the 
respective standards established by CMS in the September 18, 2002, State Medicaid Directors 
Letter.  Consequently, the submission of a State Plan Amendment is not required.  However, any 
subsequent changes to this agreement must be submitted to CMS for review.   
 
Please forward a copy of the agreement confirming this is the one approved for use with Pfizer. 
 
Once again thank you for your patience during the review process. 
 
  
Thanks for your patience. 
Kim & Maria 
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REVISION  ATTACHMENT 4.19-C 
  Page 1 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 93-27

DISCHARGE OR LEAVE OF A CLIENT FROM A LONG-TERM CARE FACILITY 
 
 
1. A certified nursing facility, hospital having a nursing facility contract, ICF-MR or inpatient 

psychiatric facility for persons under the age of 21 shall send the appropriate department or 
division immediate written notification of the date of discharge or death of a patient or client. 

 
2. Discharge and readmission is necessary for all long-term care facility residents who are admitted 

as hospital in-patients. 
 
3. All social/therapeutic absences must be documented in the resident's clinical record. 
 
4. The department will reimburse the nursing facility for absences not to exceed a total of eighteen 

(18) days per calendar year. 
 
5. An ICF-MR shall notify the Division of Developmental Disabilities (DDD) of social absences 

exceeding fifty-three (53) hours.  Single social absences over seven (7) days require prior written 
approval by the Director of DDD, or his designee.  Social leaves must be consistent with goals 
and objectives of individual program plans. 

 
6. In a facility certified as an ICF-MR, social leave in excess of seventeen (17) days per calendar 

year requires prior written approval by the Director of DDD, or his designee. 
 
7. The department shall reimburse an inpatient psychiatric facility for persons under age 21 for 

social “week-end” absences not to exceed forty-eight (48) hours.  In addition, the facility shall be 
reimbursed for a social leave of absences not to exceed fourteen (14) days per calendar year.  
Leave of absence in excess of the annual maximum shall require prior written approval by the 
Mental Health Division.  All absences and leaves shall be documented in the client’s clinical 
record and shall be consistent with the goals and objectives of the individual treatment plan. 

 
 
 
 
 
 
 
 

Supersedes 
TN# 84-08 

 Approval Date: 9-13-93 Effective Date: 7-1-93 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 93-27

DISCHARGE OR LEAVE OF A CLIENT FROM A LONG-TERM CARE FACILITY (con’t) 
 
 
8. The department shall reimburse an inpatient psychiatric facility for persons under age 21 for run 

away absences not to exceed a calendar year maximum of seven (7) days.  Payment for run 
away absence in excess of the annual maximum requires prior written approval of the Mental 
Health Division.  Justification for reserving bed space for run away absences shall be 
documented in the client’s social record and be consistent with the goals and objectives of the 
individual treatment plan.   

 

Supersedes 
TN# ----- 

 Approval Date: 9-13-93 Effective Date: 7-1-93 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 00-006 Approval Date: 5-23-00 Effective Date: 1-1-00 

REIMBURSEMENT FOR INDIAN HEALTH SERVICE AND TRIBAL HEALTH FACILITIES 
 
Payment for Services 
 
Services provided by facilities of the Indian Health Service (IHS) which includes, at the option of the tribe, 
facilities operated by a tribe or tribal organization, and funded by Title I or III of the Indian Self 
Determination and Education Assistance Act (Public Law 93-638), are paid at the rates negotiated 
between the Health Care Financing Administration (HCFA) and the IHS and which are published in the 
Federal Register or Federal Register Notices. 
 
The outpatient per visit rate is also known as the, IHS encounter rate. The definition of an encounter is, "A 
face-to-face contact between a health care professional and a Medicaid beneficiary, for the provision of 
Title XIX defined services through an IHS or Tribal 638 facility within a 24-hour period ending at midnight, 
as documented in the patient's record." 
 
The services of the following providers are included in the encounter rate: 
 
Physicians 
Physician Assistants 
Nurse Midwives 
Advanced Nurse Practitioners 
Speech-Language Pathologists 
Audiologists 
Physical Therapists 
Occupational Therapists 
Podiatrists 
Optometrists 
Dentists 
Chemical Dependency Counselors 
Psychiatrists 
Psychologists 
Mental Health Professionals 
 
Included in the outpatient per visit rate are laboratory and x-ray services provided on-site and medical 
supplies incidental to the services provided to the patient.  Pharmaceuticals/drugs are outside the 
encounter rate and are reimbursed under the fee-for-service system at the applicable fee-for-service rate. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Supersedes 
TN# ----- 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 04-015 Approval Date: 1/4/05 Effective Date: 7/1/04 
Supersedes 
TN# 03-020 

 
 
NURSING FACILITIES AND SWING BED HOSPITALS 

 
Effective July 1, 2004 

 
 
Section I.    Introduction: 
 
 
This State Plan Amendment (SPA) to Attachment 4.19-D, Part I, describes the overall payment 
methodology for nursing facility services provided to Medicaid recipients:  (1) by privately-
operated nursing facilities, both non-profit and for-profit;  (2) by nursing facilities serving 
veterans of military service operated by the State of Washington Department of Veterans 
Affairs; and  (3) by nursing facilities operated by public hospital districts in the state.   Both 
privately-operated and veterans' nursing facilities share the same methodology.  Facilities 
operated by public hospital districts share the methodology described below also, except for 
proportionate share payments described in Section XVII below, which apply only to them.   
 
 
This SPA is submitted by the single state agency for Medicaid, the State of Washington 
Department of Social and Health Services ("department" below).    
 
 
Excluded here is the payment rate methodology for nursing facilities operated by the 
department's Division of Developmental Disabilities, which is described in Attachment 4.19-D, 
Part II. 
 
 
Chapter 388-96 of the Washington Administrative Code (WAC), chapter 74.46 of the Revised 
Code of Washington (RCW), and any other state or federal laws or regulations, codified or 
uncodified, as may be applicable, are incorporated by reference in Attachment 4.19-D, Part I, as 
if fully set forth. 
 
 
The methods and standards used to set payment rates are specified in Part I in a 
comprehensive manner only.  For a more detailed account of the methodology for setting 
nursing facility payment rates for the three indicated classes of facilities, consult chapter 388-96 
WAC and 74.46 RCW, as amended for July 1, 2001, and July 1, 2002, rate setting.  Except as 
otherwise specifically provided in Attachment 4.19-D, Part I, in case of conflict between the 
detailed provisions of these chapters and the comprehensive narrative description set forth in 
Attachment 4.19-D, Part I, the regulatory and statutory provisions shall prevail. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 04-015 Approval Date: 1/4/05 Effective Date: 7/1/04 
Supersedes 
TN# 03-020 

 
The methods and standards employed by the department to set rates comply with 42 CFR 447, 
Subpart C, as superseded by federal legislative changes in the Balanced Budget Act of 1997. 
 
 
 
Section II.   General Provisions: 
 
 
Medicaid rates for nursing facility care in Washington continue to be facility-specific. Prior to rate 
setting, nursing facilities' costs and other reported data, such as resident days, are examined, to 
ensure accuracy and to determine costs allowable for rate setting.   Washington continues to be 
a state utilizing facility-specific cost data, subject to applicable limits, combined with facility-
specific and regularly-updated resident case mix data, to set rates. 
 
 
A facility's Medicaid rate continues to represent a total of seven component rates:  (1) direct 
care,  (2) therapy care,  (3) support services,  (4) operations,  (5) variable return,  (6) property, 
and  (7) financing allowance. 
 
 
Medicaid rates are subject to a "budget dial", under which the department is required to reduce 
rates for all participating nursing facilities statewide by a uniform percentage, after notice and on 
a prospective basis only, if the statewide average facility total rate, weighted by Medicaid 
resident days, approaches an overall limit for a particular state fiscal year.   For SFY 2005 (July 
1, 2004, to June 30, 2005) the budget dial is $142.04 per resident day, and for SFY 2006 (July 
1, 2005, to June 30, 2006) it is $148.11 per resident day.   The budget dial supersedes all rate 
setting principles in chapters 74.46 RCW and 388-96 WAC. 
 
 
The former split budget dial, having one weighted average limit for the non-capital components 
(direct care, therapy care, support services, operations and variable return) and another 
weighted average limit for the capital components (property and financing allowance) continued 
only through June 30, 2001.  Effective July 1, 2001, one dial has been re-established for the 
total rate as indicated.    
 
 
Direct care, therapy care, support services and operations component rates for July 1,  
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

 

TN# 01-021 Approval Date: 6-27-02 Effective Date: 7-1-01 
Supersedes 
TN# 99-13 

NURSING FACILITIES AND SWING BED HOSPITALS (cont.) 
 
 
Section II. General Provisions (cont.) 
 
2001, through June 30, 2004, are rebased on examined, adjusted costs and resident days from 1999 cost 
reports. Percentages assigned to nursing facilities to help determine each facility's variable return 
component are be based on 1999 costs, and apply to the July 1, 2001, to June 30, 2004, period. 
 
In contrast, property and financing allowance components continue to be rebased annually, utilizing each 
facility's cost report data for the calendar year ending six months prior to the commencement of the July 1 
component rates. 
 
 
Section III. Minimum Occupancy for Rate Setting and Fluctuations in Licensed Beds: 
 
All component rates calculated and assigned to a facility require, directly or indirectly, use of the 
examined number of resident days at that facility for the applicable report period. Essentially, days are 
divided into allowable costs for that period, to obtain facility costs expressed as per resident day amounts. 
 
For July 1, 2001, rate setting, resident days for all facilities in all component rates continue to be subject 
to a minimum occupancy of 85 percent of each facility's licensed beds, regardless of how many beds are 
set up or in use. That is, if resident days are below this minimum for the applicable cost report period, 
they are increased to an imputed occupancy of 85 percent for rate setting, which has the effect of 
reducing per resident day costs and component rates based on them. 
 
If occupancy is above the minimum, the facility's actual occupancy is used. The purpose of minimum 
occupancy is to prevent inflated rates based on inefficient use of facility resources or failure of the facility 
to maintain a viable census. 
 
Effective July 1, 2002, minimum occupancy for rate setting for all facilities will continue at 85 percent in 
direct care, therapy care, support services and variable return component rates. However, effective as of 
this date, except for facilities designated as essential community providers, minimum occupancy will be 
raised from 85 percent to 90 percent for calculation of operations, financing allowance and property 
component rates, and these components will be revised downward, if indicated, effective July 1, 2002, to 
reflect the higher minimum. 
 
As noted, this increase in minimum occupancy for the affected components will not apply to essential 
community providers, who will continue to be subject only to an 85 percent  
 



  ATTACHMENT 4.19-D, Part I 
  Page 4 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 01-021 Approval Date: 6-27-02 Effective Date: 7-1-01 
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NURSING FACILITIES AND SWING BED HOSPITALS (cont.) 
 
 
Section III. Minimum Occupancy for Rate Setting and Fluctuations in Licensed Beds (cont.) 
 
Minimum occupancy for all components on and after July 1, 2002. An "essential community provider" is 
defined by a minimum driving time of forty minutes to the next nearest nursing facility. 
 
Rates in all components for all facilities on and after July 1, 2001, continue to be subject to a downward 
revision, if indicated, to reflect a recalculation of minimum occupancy when a facility's licensed beds are 
increased (or "unbanked") by converted previously de-licensed beds back to licensed status under 
chapter 70.38 RCW. 
 
However, effective July 1, 2001, for all facilities except essential community providers, component rates in 
direct care, therapy care, support services, and variable return only continue to be subject to an upward 
revision, if indicted, when a facility's licensed beds are reduced (or "banked") under chapter 70.38 RCW. 
 
Effective July 1, 2001, for all facilities except essential community providers, operations, property, and 
financing allowance component rates are not subject to increase when licensed beds are reduced under 
chapter 70.38 RCW, on or after May 25, 2001. 
 
Effective July 1, 2001, for essential community providers, rates in all components will continue to be 
subject to an increase, if indicated, in response to a reduction in licensed beds under chapter 70.38 RCW, 
regardless of when the reduction occurs. 
 
If a facility's affected component rates are revised downward or upward, in response to an increase or 
reduction, respectively, in its licensed beds under chapter 70.38 RCW, any revision is accomplished by a 
recalculation of minimum occupancy. The department tests the facility's 1999 resident days or prior year 
resident days, as applicable, against the facility's new licensed bed capacity. 
 
A per resident day cost adjustment is made, reversed or modified, as may be indicated, and any rate 
revision is made prospectively, effective as of the date licensed bed capacity is increased or reduced. 
 
 
Section IV. Allowable Costs: 
 
Allowable costs for rate setting, audit and settlement are documented costs, not expressly declared 
unallowable or otherwise limited under chapter 74.46 RCW or 388-96 WAC, that are necessary, ordinary 
and related to the care of nursing facility residents. To be  
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NURSING FACILITIES AND SWING BED HOSPITALS (cont.) 
 
 
Section IV: Allowable Costs (cont.) 
 
ordinary nursing facility expenses, costs must be of the nature and magnitude that prudent and 
cost-conscious management would pay. Effective July 1, 2001, facility costs of televisions in residents' 
rooms acquired on and after July 1, 2001, will be included in allowable costs. 
 
Costs in excess of limits or in violation of any rate setting or payment principles contained in chapters 
74.46 RCW or 388-96 WAC are expressly unallowable. These limits include, but are not limited to, 
minimum occupancy for rate setting and peer group median costs in affected cost areas and component 
rates. 
 
Allowable cost limits and principles of rate setting include, in the broad sense, not only those contained in 
chapters 74.46 RCW and 388-96 WAC, but also those contained an all applicable state and federal laws 
and regulations, whether codified or uncodified, as may be pertinent to all or part of the July 1, 2001, 
through June 30, 2004, rate period, as may be interpreted by courts of competent jurisdiction. 
 
The Medicaid payment rate system for the State of Washington does not guarantee that all costs relating 
to the care of a nursing facility's Medicaid residents and allowable under the payment system rules will be 
fully covered or reimbursed in any payment period. The primary goal of the system is to pay for nursing 
care rendered to Medicaid-eligible residents in accordance with state and federal laws, not to reimburse 
costs, however defined, of a provider. 
 
 
Section V. Adjustments to Payment Rates for Economic Trends and Conditions: 
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Effective July 1, 2002, all facilities having their direct care component rates established on case 
mix principles promulgated in law and regulation, receive a 2.3 percent upward adjustment for 
economic trends and conditions to their direct care component rates.   Any facilities continuing 
to receive a "hold harmless" direct care component rate as of July 1, 2002, receive no upward 
adjustment for economic trends and conditions to their direct care component rates; however, 
the hold harmless provision is terminated effective July 1, 2002, also, so unless this scheduled 
change to the methodology is eliminated for some facilities, all facilities should receive the 2.3 
upward adjustment for economic trends and conditions effective July 1, 2002. 
 
 
Effective July 1, 2003, all facilities receive a 3.0 percent upward adjustment for economic trends 
and conditions to their direct care, therapy care, support services, and operations component 
rates established in accordance with chapter 74.46 RCW and an additional 2.4 percent upward 
adjustment effective July 1, 2004. 
 
 
Section VI.  Direct Care Component Rate: 
 
 
This component rate, which averages approximately 55.5% of each participating facility's total 
Medicaid rate, corresponds to one resident day of care for in nursing services, including 
supplies, excluding therapy care services and supplies.   
 
 
Effective July 1, 2001, direct care component rates are cost-rebased using adjusted direct care 
costs taken from 1999 cost reports, and applying case mix principles;  however, the option to 
receive a "hold harmless" direct care component rate for qualifying nursing facilities will continue 
for the July 1, 2001, through June 30, 2002, prospective rate period.   The direct care 
component rates of some facilities will be subject to upward adjustments for economic trends, 
as specified above, effective July 1, 2001, and July 1, 2002.  (See Section V, Adjustments to 
Rates for Economic Trends and Conditions, above.) 
 
 
Direct care components rates, as all component rates, are subject to potential prospective 
reduction under the budget dial described above.  
 
 
The "hold harmless" direct care provision dates back to October 1, 1998, under which a facility's 
direct care component rate cannot fall below the facility's "nursing services" component rate in 
effect on September 30, 1998, subject to adjustment to eliminate therapy services and supplies. 
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NURSING FACILITIES AND SWING BED HOSPITALS (cont.) 
 
 
Section VI. Direct Care Component Rate (cont.) 
 
The hold harmless option in direct care will be discontinued for all facilities effective July 1, 2002. Also, 
effective July 1, 2001, any facility having its direct care component rate established on case mix principles 
promulgated in law and regulation, shall be ineligible to return to a hold harmless direct care component 
rate. 
 
For state fiscal year (SFY) 2002 (July 1, 2001, to June 30, 2002), 45 cents per resident day is added to 
the direct care component rates of all participating facilities, after cost-rebasing, updates for changes in 
case mix, and adjustments for economic trends and conditions, if any. The added money is intended for 
use by facilities to increase compensation for low wage earners in each nursing facility, subject to use 
monitoring by the department. For SFY 2003 (July 1, 2002, to June 30, 2003), to help preserve these 
funds earmarked for low wage workers, the department shall increase by .6 percent the median cost per 
case mix unit for all three direct care peer groups, and direct care component rates for all facilities will 
reflect this increase for SFY 2003. 
 
Effective July 1, 2002, there will be a one-time increase in the median cost per case mix unit for rate 
setting of 2.64 percent for all peer groups, in order to ease the transition to case mix only direct care rates 
as of this date. 
 
In setting July 1, 2001, direct care component rates, adjusted, allowable direct care costs are taken from 
each facility's 1999 cost report and, subject to all limitations, are divided by adjusted, total resident days 
for each facility from the same report, increased, if necessary to the imputed minimum occupancy 
specified above, to derive an allowable cost per resident day for each facility. 
 
In applying case mix principles for direct care rate setting, data is taken from facility-completed, 
mandatory assessments of individual residents, and using a software program that groups residents by 
care needs, the department determines for each facility both a facility average case mix index (for all the 
facility's residents) and a Medicaid average case mix index (for Medicaid residents only). A case mix 
index is a number indicating intensity of need for services by a resident population, or group within a 
population. 
 
Each facility's allowable direct care cost per resident day is divided by the facility's average case mix 
index to derive the facility's allowable direct care cost per case mix unit. 
 
For July 1, 2001, rate setting, the department will continue to array facilities' 1999 direct care costs per 
case mix unit to determine median costs per case mix unit for setting rates  
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NURSING FACILITIES AND SWING BED HOSPITALS (cont.) 
 
 
Section VI. Direct Care Component Rate (cont.) 
 
in direct care. 
 
Effective July 1, 2001, in setting direct care component rates, the department is required to array-direct 
care costs per case mix unit separately for three groups of nursing facilities, also known as peer groups: 
(1) those located in high labor-cost counties; (2) those located in urban counties, which are not high labor 
cost counties; and (3) those located in nonurban counties. 
 
A "high labor cost county" is "an urban county in which the median allowable facility cost per case mix unit 
is more than ten percent higher than the median allowable facility cost per case mix unit among all other 
urban counties, excluding that county."  An "urban county" is "a county which is located in a metropolitan 
statistical area as determined and defined by the United States office of management and budget or other 
appropriate agency or office of the federal government."  A "nonurban county" is "a county which is not 
located in a metropolitan statistical area as determined and defined by the United States office of 
management and budget or other appropriate agency or office of the federal government." 
 
Currently, the only high labor cost county in the state is King County, which means for July 1, 2001, 
through June 30, 2004 direct care component rates, direct care cost per case mix unit medians are 
calculated for: (1) Medicaid nursing facilities in King County; (2) Medicaid nursing facilities in all urban 
counties, excluding king County; and (3) Medicaid nursing facilities in all nonurban counties. 
 
Continuing for July 1, 2001, rate setting, and all future rate setting, a facility's direct care cost per case 
mix unit is adjusted, if necessary, to bring it up to a floor of ninety percent, or down to a ceiling of one 
hundred ten percent, of the facility's peer group median cost per case mix unit (high labor cost, urban 
excluding high labor cost, or nonurban). 
 
Effective July 1, 2001, subject to applicable adjustments for economic trends and conditions, possible 
application of the budget dial, and the direct care hold harmless provision through June 30, 2002, a 
facility's direct care component rate is equal to its allowable direct care cost per case mix unit from its 
1999 cost report, multiplied by its Medicaid average case mix index from the applicable quarter. 
 
Direct care component rates are updated effective the first day of each calendar year quarter (January 1, 
April 1, July 1, and October 1) to reflect changes in a facility's case mix. The resident assessment data 
used for each update is taken from the calendar  
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Section VI. Direct Care Component Rate (cont.) 
 
quarter commencing six months and ending three months prior to the effective date of each quarterly 
update. 
 
Section VII. Therapy Care Component Rate: 
 
This component payment rate corresponds to average one-on-one care from qualified therapists 
delivered to a Medicaid resident during one day, and to average therapy consultation from qualified 
consultants delivered to a resident during one day. Four types of therapy are recognized for rate setting: 
speech, physical, occupational, and other. Two general service categories are recognized for each: 
one-on-one therapy and therapy consulting. 
 
To set therapy care component rates effective July 1, 2001, the department takes from 1999 cost reports 
direct one-on-one therapy charges for all residents by payer, including costs of supplies, and total units or 
modules of therapy care, for all residents from the report period by type of therapy provided. The 
department also takes from 1999 reports therapy consulting expenses for all residents by type of therapy 
provided. 
 
The department determines the total one-on-one cost for each type of therapy care at each participating 
nursing facility, and divides by the facility's total units of therapy for each therapy type, to derive the per 
unit one-on-one cost for each type. A unit or module of therapy care is defined as fifteen minutes of 
one-on-one therapy. 
 
The department determines total therapy consulting for each type of therapy at each nursing facility, and 
divides by the facility's resident days, increased if necessary to the applicable minimum occupancy, to 
derive per resident day consulting cost for each type of therapy. 
 
The department ranks from lowest to highest per unit one-on-one therapy costs for each of the four types, 
both for urban and nonurban facilities. The department also ranks from lowest to highest per resident day 
therapy consulting costs for each of the four types of therapy, both for urban and nonurban facilities. 
 
This constitutes sixteen separate arrays of therapy costs, which are used to determine eight median 
therapy costs for all facilities in each peer group (urban and nonurban). Four are one-on-one unit of 
therapy cost medians, and four are consulting resident day cost medians. 
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NURSING FACILITIES AND SWING BED HOSPITALS (cont.) 
 
 
Section VII. Therapy Care Component Rate (cont.) 
 
Sixteen cost limits are established, including both peer groups. The limits are one hundred ten percent of 
the median costs per unit of one-on-one therapy for the four types, and one hundred ten percent of the 
median costs per resident day for therapy consulting for the four types. 
 
A facility's allowable one-on-one cost for rate setting, for each type of therapy care, is the lower of the 
facility's actual cost per unit or one hundred ten percent of the unit median cost for its peer group. 
 
A facility's allowable consulting cost for rate setting, for each type of therapy care, is the lower of the 
facility's actual cost per resident day or one hundred ten percent of the resident day median cost for its 
peer group. 
 
Each facility's allowable cost per case mix unit in each of the four therapy types is then multiplied by the 
units provided by the facility in 1999 by type. The result is multiplied by the Medicaid percentage of 
charges for each category, and divided by adjusted Medicaid resident days from the report period, to 
derive the Medicaid resident day allowable one-on-one cost for each therapy type. 
 
The facility's allowable Medicaid resident day one-on-one cost and its allowable resident day consulting 
cost are each multiplied by the facility's total adjusted 1999 resident days to calculate its total allowable 
one-on-one therapy expense and total allowable consulting therapy expense. These products are totaled 
for each type to derive each facility's total allowable cost for each therapy type. 
 
The total allowable cost for each therapy type for each participating nursing facility is then combined and 
this total is divided by the facility's total adjusted resident days, or days increased, if needed, to the 
applicable minimum occupancy for rate setting, to derive its therapy care component rate. 
 
 
Section VIII. Support Services Component Rate: 
 
This component rate corresponds to one resident day of food, food preparation, other dietary services, 
housekeeping and laundry services. 
 
Effective July 1, 2001, a nursing facility's support services component rate is based on its 1999 cost 
report data, subject to the budget dial and applicable adjustments for economic 
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Section VIII. Support Services Component Rate (cont.) 
 
trends and conditions. 
 
To set the component rate, the department takes from the facility's 1999 cost report total allowable 
support services cost, and divides by the greater of adjusted days from the same cost report or days 
imputed at the applicable minimum occupancy, whichever is greater. 
 
The department arrays allowable support services costs separately for urban and nonurban facilities, and 
determines the median per resident day cost for each peer group. A limit is set at one hundred ten 
percent of the median cost of each group and the rate is set at the lower of actual allowable facility per 
resident day cost or the limit for its peer group. 
 
 
Section IX. Operations Component Rate: 
 
This component corresponds to one resident day of operations. It includes administrative services, 
management, utilities, accounting, minor building maintenance, etc. 
 
Effective July 1, 2001, to set the component rate, the department takes data from a facility's 1999 cost 
report allowable operations cost, and divides by the greater of adjusted resident days from the same cost 
report, or days imputed at the applicable minimum occupancy, whichever is greater. 
 
The department arrays allowable operations costs separately for urban and nonurban, and determines 
the median cost for each group. The limit is set at the median for each peer group without any percentage 
increase. Costs used to set each facility's operations component rate are the lower of actual allowable 
1999 operations cost at the facility or the median limit for its peer group. 
 
 
Section X. Variable Return Component Rate: 
 
The variable return component rate is an incentive to reduce overall costs. 
 
Effective July 1, 2001, to compute the variable return for each participating facility, the department ranks 
all Medicaid facilities according to each facility's 1999 total combined and adjusted direct care, therapy 
care, support services and operations costs. One  
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Section X. Variable Return Component Rate (cont.) 
 
ranking exercise is done, without regard to urban or nonurban peer groups, and the ranked costs are not 
reduced by the peer group limits based on peer group median costs. The array is then divided into four 
quartiles, each containing, as nearly as possible, the same number of facilities. 
 
The department then assigns a percentage to each facility, depending on what quartile it belongs to, as 
follows: I percent to those in the highest quartile, 2 percent to those in the next highest quartile, 3 percent 
to those in the next lowest quartile, and 4 percent to those in the lowest quartile. 
 
The percentages calculated from 1999 costs shall remain in effect from July I, 2001, until June 30, 2004. 
Facilities will not be ranked again and no new percentages will be determined after being done initially for 
July 1, 2001; rate setting. If a facility migrates from one quartile to another resulting from in increase or 
decrease in its 1999 allowable costs after the percentages are initially calculated and assigned, its 
percentage will be changed to reflect its new quartile, and its variable return component rate will be 
revised, effective July 1, 2001. 
 
Once assigned, the applicable variable return percentage is multiplied by each facility's combined per 
resident day component rates in direct care, therapy care; support services, and operations to derive its 
variable return component rate; however, allowable direct care spending per resident day during the 
preceding calendar report year will be substituted for a facility's direct care component rate in calculating 
its variable return, if spending was lower than its current direct care component rate. The variable return 
component rate is adjusted each time one or more of these component rates is changed, whether to 
reflect an adjustment for economic trends and conditions, a quarterly update to reflect a change in case 
mix, or for any other reason. 
 
 
Section XI. Property Component Rate: 
 
This component corresponds to an allowance for depreciation of real property improvements, equipment 
and personal property associated with the provision of resident care at a participating nursing facility. 
 
Effective July 1, 2001, the property component rate continues to be cost-rebased annually using cost 
report depreciation data from the calendar year ending six months prior to the commencement of each 
July 1 rate. For example, the 2000 cost report is used for July 1,  
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Section XI. Property Component Rate (cont.) 
 
2001, rate setting, and the 2001 cost report is used for July 1, 2002, etc. Allowable depreciation is divided 
by the actual, adjusted resident days from the applicable cost report period, increased, if needed, to 
imputed resident days at the applicable minimum occupancy for rate setting. 
 
The property rate is subject to prospective revision to reflect the cost of capitalized additions and 
replacements. Effective July 1, 2001, to have additional assets included for rate setting the contractor 
must obtain from the department a certificate of capital authorization for future capitalized additions and 
replacements, which are available on a first-come, first-served basis. However, the department is 
authorized to consider untimely requests if the improvement project is in response to an emergency 
situation. 
 
Authorizations cannot exceed the following legislatively-imposed limits -- $10 million for state fiscal year 
(SFY) 2003, $27 million for SFY 2004, and $27 million for SFY 2005. 
 
For assets that were acquired after January 1, 1980, the depreciation base of the assets used for rate 
setting cannot exceed the net book value which did exist or would have existed had the previous contract 
with the department continued, unless the assets were acquired after January 1, 1980, for the first time 
since that date, and before July 18, 1984. 
 
The depreciation base that will be used for first-time sales after January 1, 1980, but occurring pursuant 
to a written and enforceable purchase and sale agreement in existence prior to July 18, 1984, and 
documented and submitted to the department prior to January 1, 1988, will be that of the first owner 
subsequent to January 1, 1980. 
 
Subsequent sales during the period defined above, and any subsequent sale of any asset, whether 
depreciable or not depreciable, on or after July 18, 1984, are ignored for payment purposes. 
 
 
Section XII. Financing Allowance Component Rate: 
 
The financing allowance rate is paid in lieu of payment determined by actual lease and interest expense, 
except for the cost of leasing office equipment, which is factored into the operations component rate, 
subject to all system limits and principles. 
 
Effective July 1, 2001, a facility's financing allowance component rate continues to be  
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Section XII. Financing Allowance Component Rate (cont.) 
 
reset annually based on a facility's cost report data from the calendar year ending six months prior to the 
start of each July 1 rate. For example, July 1, 2001, financing allowance component rates are based on 
1999 cost report data, and July 1, 2002, is based on 2000 data, etc. 
 
A facility's net invested funds, for rate setting purposes, consists of the recognizable value of allowable 
tangible fixed assets and the allowable cost of land employed by the facility to provide nursing facility 
services. Valuation of allowable land and depreciable assets will be subject to the same purchase date 
limitations affecting depreciable assets for calculation of a facility's property component rate described in 
Section X. In calculating net invested funds, facilities continue to be subject to the cost basis of the last 
owner of record prior to July 18, 1984, for assets existing prior to that date. 
 
For assets acquired on or after May 17, 1999, the return percentage factor will be 8.5 percent, and for 
those acquired prior to this date, the percentage factor will continue to be 10 percent. However, the factor 
will be 10 percent for real property assets acquired on or after May 17, 1999, if they received a certificate 
of need approval or an exemption from certificate of need, or if working drawings relating to the assets 
were submitted to the State of Washington Department of Health for certificate of need approval on or 
after May 17, 1999. 
 
The financing allowance component rate is computed by multiplying each facility's allowable net invested 
funds, taken from its cost report for the preceding calendar year, by 10 percent in whole or in part, and/or 
by 8.5 percent in whole or in part, as applicable. The products are then added, if needed, and divided by 
the greater of adjusted resident days from the same report period, increased, if needed, to imputed days 
at the applicable minimum occupancy for rate setting. 
 
 
Section XIII. Settlement: 
 
In a process called "settlement", direct care, therapy care, and support services component rate 
payments are compared to each participating nursing facility's expenditures in these categories each 
report period. The facility must return to the department all unspent rate payments in these three 
categories exceeding 1 percent of each average component rate, weighted by Medicaid resident days, for 
the report period. The purpose of settlement is to provide licensees of Medicaid nursing facilities 
additional incentive to make expenditures necessary for the care and well being of residents. 
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Section XIII. Settlement (cont.) 
 
This recovery process does not exist for payments in excess of costs, if any, in the operations, variable 
return, property and financing allowance component rates. However, assets constituting net invested 
funds are subject to audit and a facility's financing allowance component rate is subject to adjustment at 
settlement, up or down, to reflect actual, documented net invested funds relating to resident care. If the 
financing allowance component rate is increased or reduced to reflect a change in net invested funds, the 
financing allowance underpayment or overpayment to the facility for the settlement period will be reflected 
in the settlement and amount due the contractor or department. 
 
Normally settlement covers a calendar year corresponding to a calendar year report period, but a 
settlement will only cover a partial-year report period for facilities changing ownership during the year. 
The rate a provider is left with after the process of settlement at the lower of cost or rate in the affected 
cost areas is called the "settlement rate" and it represents final compensation for Medicaid nursing care 
services for the settlement period. 
 
The rule which allows facilities to keep unspent payments in direct care, therapy care and support 
services up to 1 percent of each of these component rates, does not apply to facilities that provided 
substandard quality of care, or which were not in substantial compliance with state and federal care 
standards, during the settlement period, as these concepts are defined in federal survey regulations. 
Such facilities must return all unspent direct care, therapy care and support services rate payments, 
without exception, they received during the settlement period. 
 
In comparing expenditures to component rate payments in direct care, therapy care, and support services 
for the purpose of calculating a facility's settlement rate and effecting recovery, some shifting of excess 
rate payments (if any) to other cost areas is allowed to cover in whole or in part costs exceeding 
component rates in those other areas (if any). 
 
Effective July 1, 2001, savings in support services may be shifted to cover a deficit in direct care or 
therapy care, but not more than 20 percent of the total support services rate payment for the settlement 
period may be shifted out. Shifting of savings in direct care to therapy care, and from therapy care to 
direct care, to cover any deficit is allowed without a percentage of component rate limitation. 
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Section XIV. Adjustments to Prospective Rates other than for Economic Trends and Conditions, 
Changes in Case Mix, Fluctuation in Licensed Beds or One-Time Specific Authorizations: 
 
The department may grant prospective rate adjustment to fund new requirements imposed by the federal 
government or by the department, if the department determines a rate increase is necessary in order to 
implement the new requirement. 
 
Rates may be revised prospectively to fund capitalized facility additions and replacements meeting all 
applicable conditions, such as certificate of need or exemption from certificate of need, and a certificate of 
capital authorization from the department, if required for the project. 
 
Rates may be adjusted prospectively and retrospectively to correct errors or omissions on the part of the 
department or the facility, or to implement the final result of a provider appeal if needed, or to fund the 
cost of placing a nursing facility in receivership or to aid the receiver in correcting deficiencies. 
 
Rates may be revised to reflect an increase in real property taxes resulting from a facility building 
construction, expansion, renovation or replacement project, but only up to the median cost limit in the 
affected component, the operations component rate. Also, to qualify, the project must require the 
purchase of additional land, must have been completed on or after July 1, 1997, and the rate increase 
cannot commence prior to the effective date of the tax increase. 
 
 
Section XV. Rates for Swing Bed Hospitals: 
 
Rates for swing bed hospitals providing nursing facility care to Medicaid eligible residents continue to be 
set for each SFY (July 1 through June 30) at the approximate, weighted statewide average total paid to 
Medicaid nursing facilities during the preceding SFY. So the Medicaid swing bed rate effective July 1, 
2001, is derived from the average nursing facility Medicaid rate for SFY 2000. 
 
The average rate comprising the swing bed rate for July 1, 2001, is computed by first multiplying each 
nursing facility's approximate total rate on July 1 of the preceding fiscal year (July 1, 2000) by the facility's 
approximate number of Medicaid resident days for the month of July during the preceding SFY (July 
2000), which yields an approximate total  
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Section XV. Rates for Swing Bed Hospitals (cont.) 
 
Medicaid payment for each facility for that month. 
 
Total payments to all Medicaid facilities for July of the preceding SFY are added which yields the 
approximate total payment to all facilities for that month, and then the total is divided by statewide 
Medicaid resident days for the same month to derive a weighted average for all facilities. 
 
The average for July 2000 was $122.97 per resident day, which comprises the swing bed rate for the July 
1, 2000 to June 30, 2002 rate period. The same methodology is followed annually to reset the swing bed 
rate, effective July 1 of each year. 
 
 
Section XVI. 1997 Balanced Budget Act. Section 4711 -- Public Process for Changes to Nursing 
Facility Medicaid Payment Rates: 
 
For all material changes to the methodology for determining nursing facility Medicaid payment rates 
occurring on or after October 1, 1997, requiring a state plan amendment, the state's Medicaid agency, the 
Department of Social and Health Services, shall follow the following public process: 
 
(1) The proposed estimated payment rates, the proposed new methodologies for determining payment 
rates, and the underlying justifications shall be published. Publication shall be: (a) in the Washington 
State Register; or (b) in The Seattle Times and in The Spokesman Review newspapers. 
 
(2) The department shall maintain and update as needed a mailing list of all individuals and organizations 
wishing to receive notice of changes to the nursing facility. Medicaid payment rate methodology, and all 
materials submitted for publication shall be sent postage prepaid by regular mail to such individuals and 
organizations as well. 
 
(3) Nursing facility providers, their associations, nursing facility Medicaid beneficiaries, representatives, 
and other concerned members of the public shall be given a reasonable opportunity to review and 
comment on the proposed estimated rates, methodologies and justifications. The period allowed for 
review and comment shall not be less than fourteen (14) calendar days after the date of the Washington 
State Register containing the published material or the date the published material has appeared in both 
The Seattle Times and The Spokesman Review. 
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Section XVI. 1997 Balanced Budget Act. Section 4711 -- Public Process for Changes to Nursing 
Facility Medicaid Payment Rates (cont. 
 
(4) After receiving and considering all comments, if the department decides to move ahead with a change 
or changes to its nursing facility payment rate methodologies, it shall adopt needed further changes in 
response to comments, if any, and shall publish the final estimated rates, final rate determination 
methodologies and justifications. Publication shall be: (a) in the Washington State Register; or (b) in The 
Seattle Times and The Spokesman Review newspapers. Unless an earlier effective date is required by 
state or federal law, implementation of final changes in methodologies and commencement of the new 
rates shall not occur until final publication in the Register has occurred or publication in both designated 
newspapers has occurred. The department shall not be authorized to delay implementation of changes, 
or to alter, ignore or violate requirements of state or federal laws in response to public process comments. 
 
 
Section XVII. Proportionate Share Payments for Nursing Facilities Operated by Public Hospital 
Districts: 
 
A proportionate share pool is created each state fiscal year for supplemental payments to eligible 
providers of Medicaid nursing facility services. Eligible providers are hospital districts that operate nursing 
facilities. 
 
Funds retained by the districts shall be used to improve access to health care in rural areas at nursing 
facilities. Federal matching funds resulting from the supplemental payments to the districts shall be used 
for important state health care needs. 
 
The supplemental payments made to public hospital districts are subject to prior federal approval for 
obtaining federal matching funds for the supplemental payments to the districts, legislative appropriations 
for the supplemental payments, a contractual commitment by each hospital district to return a minimum of 
82 percent by intergovernmental transfer to the state treasurer for deposit in the health services account, 
and a contractual commitment by the districts to not allow expenditures covered by the supplemental 
payments to be included in costs used to set Medicaid nursing facility payment rates. 
 
The supplemental payments shall not be subject to rules governing settlement (payment at the lower of 
cost or rate), or to rules governing rates contained in chapter 74.46 RCW and chapter 388-96 WAC. 
However, they are subject to the federal Medicare upper limit for nursing facility payments. The Medicare 
upper limit analysis shall be performed prior to making the supplemental payments. 
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Section XVII. Proportionate Share Payments for Nursing Facilities Operated by Public Hospital Districts 
(cont.) 
 
Payments will be distributed directly to the .public hospital districts in proportion to the number of 
Medicaid days of care provided by each district in the preceding calendar year, relative to the total 
Medicaid days of care provided by the districts statewide during the same year. The supplemental 
payments will be made once in each federal fiscal year, beginning federal fiscal year 1999 and will 
terminate July 1, 2005. 
 
 
Section XVIII. Supplemental Exceptional Care Payments: 
 
Effective July 1, 2001, the department continues to make available two types of exceptional care 
payments to augment normally-generated payment rates for Medicaid residents. 
 
One type takes the form of increases in the direct care component rate for residents with unmet 
exceptional care needs, as determined by the department criteria. Direct care payment increases made 
for these residents shall be offset against a facility’s allowable direct care costs for purposes of normal 
rate setting and settlement. 
 
The other payment shall be a replacement resident-specific therapy care payment rate for qualifying 
individuals in qualifying nursing facilities. These payments shall be made in place of a facility's normal 
therapy care component rate for identified residents. 
 
To qualify for an individual therapy care component rate, nursing facility residents must be under age 
sixty-five, not eligible for Medicare, and be likely to achieve significant progress in their functional status if 
provided with intensive therapy care services. 
 
All qualifying residents must have a department-approved rehabilitative plan of care and their progress 
must be monitored periodically by the department. As noted, the therapy care component rate assigned 
to the facility shall be suspended for residents receiving exceptional therapy care rate payments. 
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Section XIX 
 
The State has in place a public process that complies with the requirements of Section 1902(a)(13)(A) of 
the Social Security Act. 
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PART 2 – INTERMEDIATE CARE FACILITY FOR THE MENTALLY RETARDED SERVICES 
 
Reimbursement for services provided by Intermediate Care Facilities for the mentally retarded (ICFs/MR) 
for Medicaid recipients is made by rates determined per the following principles, methods, and standards 
which comply with federal statutory and regulatory requirements. 
 
 
I. REIMBURSEMENT PRINCIPLES 
 
 A. Medicaid rates are established pursuant to Revised Code of Washington (RCW), 

Washington Administrative Code (WAC), and Division Policy Directives. 
 
 B. Payment rates for non state owned intermediate care facilities for the mentally retarded, 

hereafter called ICF/MRs, are comprised of three cost center prospective rate 
components which are: Resident Care and Habilitation (RCH); Administration, Operations 
and Property (AO and P); and Return on Equity (ROE). Payment rates for state owned 
facilities, hereafter called Resident Habilitation Centers (RHCs), are their allowable costs. 

 
 C. Data used for establishing ICF/IMR prospective rates is from providers' most recent cost 

reports and cost center cost rates. Data used for setting RHC interim rates is based on 
the RHCs' most recent cost reports. 

 
 D. Cost report data is desk-reviewed to determine that it is correct, complete and reported in 

conformity with generally accepted accounting principles, and WAC provisions. 
 
 E. Allowable costs are documented costs which are ordinary, necessary, and related to care 

of Title XIX program residents, and which must be incurred by efficiently and 
economically operated service providers in conformity with applicable state and federal 
laws, regulations, and quality and safety standards. 
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II. ICF/MR RATES 
 
 A. Prospective Rates 
 
  1. The prospective rate for each provider is computed on a resident day basis. The 

rate is the total of three cost center rates: Resident Care and Habilitation (RCH); 
Administration, Operations and Property (AO and P); and Return on Equity 
(ROE). 

 
  2. Rates are prospective, subject to settlement in the Resident Care and 

Habilitation component at the lower of cost or rate, and are individually computed 
for each non-state owned ICF/MR facility. Rates are settled on a calendar year 
basis by comparison of the Residential Care and Habilitation rate component to 
the corresponding costs it was intended to address. Each provider is issued a 
preliminary settlement for each calendar year and, if an audit is done, a final 
settlement. A final settlement, if one is issued, incorporates the audit results and 
supersedes the preliminary settlement. The total rate after the settlement process 
(called the "settlement rate") represents the final reimbursement rate of the 
provider for the calendar settlement year in question.   

 
  3. Prospective rates are based upon reported costs of a provider for the most 

recent calendar year. Prospective rates are reset each July 1st utilizing reported 
costs from the preceding calendar year, after they have been desk reviewed and 
adjusted. These rates remain in effect until June 30th of the following year except 
that they are subject to revisions or adjustment for specific circumstances as 
described below. 

 
 B. Inflation Adjustments 
 
  1. New rates reflect inflationary cost increases between the most recent and next 

prior calendar years because rates are based essentially on the most recent 
calendar year reported costs. In addition, the department is authorized to 
increase new rates by an add-on inflation factor subject to the Administration and 
Operations cost center lid as described in subparagraph II.E.2.b. The Property 
component of the Administration, Operations and Property cost center and the 
Return of Equity cost center are not subject to inflation adjustments. 
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II. ICF/MR RATES (cont.) 
 
 (B.) Inflation Adjustments (cont.) 
 
  2. The adjusted and allowable costs in the Resident Care and habilitation cost 

center (except for costs relating to resident care and training (RCT) and 
recreation personnel) and the Administration and Operations components of the 
Administration, Operations, and Property cost center are adjusted for inflation 
based on the Implicit Price Deflator For Personal Consumption published by the 
U.S. Department of Commerce, Bureau of Economic Analysis. 

 
 C. Allowable Costs 
 
  Allowable costs are documented costs not expressly declared unallowable which are 

necessary, ordinary and related to the care of Title XIX program recipients.  The 
Washington system does not guarantee that all allowable costs in any particular period 
will by fully reimbursed. 

 
 D. Resident Care and Habilitation Cost Area Rate 
 
  The resident care and habilitation cost center rate reimburses for resident living services, 

habilitation and training services, recreational services and nursing services in 
accordance with applicable state and federal regulations. A provider's July 1, rate is the 
sum of the following: 

 
  1. The provider's most recent desk-reviewed costs per resident day (except those 

costs for resident care and training (RCT) and recreation staff and purchased 
services) from the most recent calendar year cost report, adjusted for inflation as 
described in section II.B., divided by the provider's total adjusted number of 
resident days. 

 
  2. The provider's total RCT and recreation staff and purchased service cost per 

hour, adjusted for inflation as described in section II.B., times the adjusted 
number of paid hours worked during the rate period, divided by the provider's 
total adjusted number of resident days. 
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II. ICF/MR RATES (cont.) 
 
 E. Administration, Operations and Property Area Rate 
 
  The administration, operations and property cost center rate are comprised of three 

components: food component rate; administration and operations component rate; and 
property component rate. 

 
  1. The food component rate reimburses for costs of bulk and raw food, dietary 

supplements and beverages. The rate is a flat rate for all providers based upon 
the July 1, 1983 IMR food cost center rate of $3.12 per resident day for all 
providers increased by the inflation factors granted in each rate period since that 
time. 

 
  2. The administration and operations component rate reimburses for costs of overall 

administration and management of the facility, operation and maintenance of the 
physical plant, resident transportation, dietary service (other than the cost of food 
and beverages), laundry service, medical and habilitative supplies, taxes and 
insurance. A provider's rate is the lessor of: 

 
   a. The provider's desk-reviewed administration and operations costs per 

total resident day, adjusted for inflation and for the period April 1, 1992 
through June 30, 1992, a prospective rate adjustment for tax costs levied 
on total revenue received for ICF/MR services; or, 

 
   b. The eighty-fifth percentile ranking of ICF/MR and RHC providers’ 

desk-reviewed administration and operations costs per total resident day, 
adjusted for inflation plus the amount of the prospective rate adjustment 
for tax costs as described in subparagraph II.E.2.a. The ranking is based 
on the most recent ICF/MR and RHC cost reports submitted on or before 
the effective date of the rate period (July 1) for facilities having an 
occupancy level of at least eighty-five percent for the cost report period. 
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II. ICF/MR RATES (cont.) 
 
 E.  Administration, Operations and Property Area Rate (cont.) 
 
  (2.) c. For establishing a provider's desk-reviewed administration and 

operations costs, certain administrative personnel, management 
agreements, and central office services are subject to maximum 
compensation limits prescribed in Washington Administrative Code 
(WAC) provisions and Division Policy. 

 
  3. The property component rate reimburses for costs of depreciation, interest, and 

leases of buildings, equipment, and vehicles required in the provision of IMR 
services. For establishing a provider's desk-reviewed property component costs, 
depreciation for building, land improvements, and fixed equipment is limited to 
the straight-line depreciation method. A provider's property component rate is the 
provider's desk-reviewed property cost from their most recent cost report divided 
by their total adjusted number of resident days. 

 
   Effective October 1, 1984, the depreciation base for assets acquired in a change 

of ownership entered into on or after July 18, 1984 shall not exceed the lower of 
the purchase price to the new owner or the allowable acquisition cost base to the 
first owner of record of the assets on or after July 18, 1984. Costs (including legal 
fees, accounting and administrative costs, travel costs, and the costs of feasibility 
studies) attributable to the negotiation or settlement of the sale or purchase of the 
assets acquired in the change of ownership, where any payment has previously 
been made by Title XIX, shall not be allowed. 

 
   Effective October 1, 1984, allowable debt and interest related to assets acquired 

in a change of ownership entered into on or after July 18, 1984 shall be the 
actual debt and interest, except that the rate of interest is limited to the lower of 
the actual rate of interest or the rate of return on equity related to the acquired 
assets times the ratio obtained by dividing the allowable acquisition cost base to 
the new owner (equal to the allowable depreciation base as previously noted) by 
the purchase price of the assets to the new owner.  Debt and interest related to 
costs (including legal fees, accounting and administrative costs, travel costs, and 
the costs of feasibility studies) attributable to negotiation or settlement of the sale 
or purchase of the acquired assets in the change of ownership, where any 
payment has previously been made by Title XIX, shall not be allowed. 
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 E.  Administration, Operations and Property Area Rate (cont.) 
 
  (3.) Effective October 1, 1984, assets acquired in a change of ownership entered into 

on or after July 18, 1984, are subject to the following depreciation recapture 
provisions: 

 
   a. A gain or loss on the retirement of an asset shall be the difference 

between the remaining undepreciated base and any proceeds received 
for, or to compensate for the loss of, the asset. If the retired asset is 
replaced, the gain or loss shall be spread over the actual life. of the asset 
up to the date of retirement, provided the provider has made a 
reasonable effort to recover at least the outstanding book value of the 
asset. 

 
   b. If a contractor terminates participation in the program, the department 

shall recover excess reimbursed depreciation for an asset. Excess 
reimbursed depreciation is the difference between reimbursement 
actually paid for depreciation of the asset minus the basis for 
depreciation of the asset, not to exceed the reimbursement actually paid 
for depreciation. The basis for depreciation is the difference between the 
historical cost of the asset minus the sale price of the asset. The basis 
for depreciation will be adjusted for the period under the program. 

 
 F. Return on Equity Component Rate 
 
  Proprietary providers are eligible for return on equity. Equity is based upon Medicate 

rules and regulations (42 CFR 413.157), except that goodwill is not included in 
determining net equity. Net equity is comprised of a provider's working capital plus equity 
in assets as of the last day of the most recent calendar year, computed as follows: 

 
  1. Working capital is calculated as current assets less current liabilities. 
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II. INTERMEDIATE CARE FACILITY FOR THE MENTALLY RETARDED SERVICES (cont.) 
 
 
 F. Return on Equity Component Rate (cont.) 
 
  2. Equity in fixed and other assets is determined by subtracting related debts from 

the net book value of assets (net book value is the historical cost of an asset less 
accumulated depreciation or amortization). Effective October 1, 1984, the asset 
value of an acquired asset from a change of ownership entered into on or after 
July 18, 1984, shall not exceed the lower of the purchase price to the new owner 
or the allowable acquisition cost base of the asset to the first owner of record on 
or after July 18, 1984. The debt value related to the acquired assets shall be the 
actual debt related to the acquired assets times the ratio obtained by dividing the 
allowable acquisition cost base of the new owner by the purchase price of the 
assets to the new owner. 

 
  3. Net equity is multiplied by the prior calendar years December 31 Medicare rate of 

return and divided by the providers total annualized resident days for the 
reporting period. A providers return on equity rate is the lesser of this amount or 
two dollars per resident day. 

 
 G. New Providers 
 
  A new provider's rate is based upon the new provider's projected costs, costs and 

payment rates of the previous provider, and/or rates of other providers in comparable 
circumstances, taking into account applicable lids or maximums. This data will be used to 
establish rates until a cost report is submitted which covers at least six months of 
operation. 

 
 H. Rate Adjustment 
 
  A provider may request, and the department may grant, a rate adjustment under the 

following circumstances: changes in staffing or consultant services in order to be in 
compliance with applicable state and federal laws or regulation; capital additions, 
improvements or replacements made as a condition of licensure or certification; 
department changes in program standards or services; or administrative review 
disposition. 
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II. INTERMEDIATE CARE FACILITY FOR THE MENTALLY RETARDED SERVICES (cont.) 
 
 
 I. Final Payment Rates 
 
  1. A provider's final payment rate for the resident care and habilitation cost center is 

established retrospectively and is based on the lower of their prospective rate or 
their allowable costs. A provider's final payment rate for the administration, 
operations and property cost center, and return on equity payment is their 
prospective rate. 

 
  2. For the final determination of allowable costs where an ownership change was 

entered into on or after July 18, 1984, any depreciation which was claimed by a 
provider will be adjusted so that the owner's historic cost shall take into account 
actual salvage value (i.e., sales price). Where the depreciation claimed exceeds 
the actual depreciation based on the adjusted historic cost, the provider shall 
repay the excess. 

 
 
III. RHC PAYMENT RATES 
 
 A. Interim Rates 
 
  1. The payment rate for each RHC is computed on a per resident day basis. The 

rate is a single cost center rate.   
 
  2. An RHC's interim rate is based on their most recent desk-reviewed costs per total 

resident days. These costs are adjusted as follows: 
 
   a. Staff costs are adjusted to incorporate legislatively mandated increases 

in employee related costs. 
 
   b. Legislative appropriations for changes necessary to be in compliance 

with applicable state and federal laws or regulations, as a condition of 
certification, or for changes in program standards or services. 
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III. RHC PAYMENT RATES (cont.) 
 
 
  3. RHC's interim rate will be adjusted for federal, state or department changes in 

programs services or costs. 
 
 B. Final Payment Rates 
 
  A RHC's final payment rate is established retrospectively and is their allowable costs. 
 
IV. PROVIDER APPEALS 
 
 A. A provider may at any time request a revision of their rate. The department will inform the 

provider of the disposition of the request within sixty days. 
 
 B. Within 30 days after notification of a rate action or disposition, a provider may request an 

administrative review conference for the purpose of presenting additional evidence or 
argument. The conference must be scheduled within ninety days after the request in 
received from the provider, unless a later date is mutually agreed upon in writing. 

 
 C. Within twenty-eight days after notification of an administrative review conference adverse 

decision, a provider may request a fair hearing. 
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REQUIREMENTS FOR THIRD PARTY LIABILITY - IDENTIFYING LIABLE RESOURCES 
 
1. The following are the Data matches conducted by Medicaid: 
 
 a. SOURCE
  Employment Security Wage Records File 
  IV-D Eligibility File 
  IV-A Eligibility File 
  PURPOSE
  To match all Medicaid eligibles to a responsible absent parent (IV-D) and then match 

against the employment security wage file by Social Security number to see if the 
responsible party is employed. A form is produced which is mailed to the employer to 
determine if there is health insurance available through the employer to cover the 
Medicaid eligible. 

  FREQUENCY 
  Quarterly 
 
 b. SOURCE
  Washington State Department of Personnel 
  IV-D Eligibility File 
  IV-A Eligibility File 
  PURPOSE
  To match all Medicaid eligibles with responsible absent parent (IV-D) or parent (IV-A) by 

Social Security number to determine if they are employed by the State of Washington, A 
report is produced by covering insurance company and is then mailed to the employer to 
verify coverage dates. 

  FREQUENCY 
  Quarterly 
 
 c. SOURCE
  Department of Labor and Industries 
  PURPOSE
  To match names and Social Security numbers of Medicaid recipients with records of 

those with employment related injuries or illnesses. 
  FREQUENCY 
  Quarterly 
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REQUIREMENTS FOR THIRD PARTY LIABILITY - IDENTIFYING LIABLE RESOURCES (cont.) 
 
 
 d. A data match was attempted with motor vehicle accident records, however, their 

computer files do not contain Social Security numbers, birth dates or other information 
that would be matchable with Medicaid records. 

 
  Claims, with diagnosis codes within the 800-999 (ICD9CM) series that have been 

determined to be cost effective to pursue, suspend during each adjudication cycle of 
claims processing for investigation of other resources. A waiver has been obtained from 
HCFA Regional Office for items determined not cost effective to pursue. 

 
  Follow-up is done by forwarding to the recipient the Medical Recovery Information Form 

(T-2). When the recipient returns the T-2 form it is reviewed for completeness. TPL 
information is entered into the TPL masterfile in the MMIS. If the recipient fails to respond 
to the first mailing within 30 days, a second T-2 form is sent. After an additional 30 days, 
if no response has been received, phone contacts are made with provider, recipient or 
other parties that may have information regarding the accident. All information received 
regarding liable third parties are entered into the TPL masterfile no later than 30 days 
after receipt. 

 
2. Within 30 days of receipt of information from above referenced Data Matches and 60 days of 

receipt of health insurance information, a file is set up in the Third Party data base to affect claims 
processing. 

 
 When a data match form or health insurance form is received with complete information, the 

information from the form is entered into the third party data base immediately.   
 
 When incomplete information is received, contacts are made by phone or mailed to obtain 

complete information for entering into the data base within the above prescribed time frames. 
 
 Contact include the: 
 
 a. Recipient, Absent Parent, Parent 
 b. Employer 
 c. Insurance Company 
 d.  Providers 
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REQUIREMENTS FOR THIRD PARTY LIABILITY - IDENTIFYING LIABLE RESOURCES (cont.) 
 

 
3. A quarterly report of all diagnosis codes within the 800-999 (ICD9CM) series is reviewed to 

determine cost effectiveness. The report shows TPL savings for the quarter for each of the codes. 
Codes which show minimal or no TPL savings for one year are reviewed and dropped from the 
suspense criteria. A waiver has been received from HCFA Regional Office. All claims processed 
within this series (which are determined cost effective to pursue) are suspended and an 
investigation completed to determine if there are other resources available for payment. 
Information from the insurance company, attorney, or other resource is entered into the third party 
data base during any of the adjudication cycles (3 times weekly). 
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REQUIREMENT FOR THIRD PARTY LIABILITY - PAYMENT OF CLAIMS 

 
1. The method to determine compliance with requirements of Section 433.139 (b) (3) (ii) (c) is as 

follows: The state plan as referenced herein requires providers to bill third parties. In a case 
where medical support is being enforced by the state Title IV-D Agency, the provider will be 
required to submit written documentation that he has billed the third party and has not received 
payment from the third party. It must be at least 30 days from the date of service, before the state 
will pay. 

 
 This same method will be used to meet the requirements contained in Section 433.139 (b) (3) (i).   
 
2. The threshold amount is $15.00/claim. This applies to both casualty and health insurance 

recoveries. 
 
 All claims for medical services are cost avoided if there is a TPL file in the master eligibility file 

indicating health insurance coverage. 
 
3. The State Agency will seek recovery from the third party within 60 days after the end of the month 

in which payment was made. The State Agency will also seek recovery, within 60 days of the 
date the State Agency learns of the existence of a third party or when benefits become available. 

 
 The 60-day requirement in both instances applies unless the threshold of $15/claim has not been 

reached. 
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REQUIREMENT FOR THIRD PARTY LIABILITY - PAYMENT OF CLAIMS (cont.) 
 
 
For Casualty recoveries, the Department will comply with 42 U.S.C.§1396a (a) (25) (B) and use the 
following factors and guidelines in determining whether to pursue recovery of benefit, after deduction of 
the Department's proportionate share of attorney's fee and cost, from a liable party. 
 
 1. Ascertain the amount of Medicaid lien and the amount of the gross settlement. 
 
 2. Determine whether the Medicaid lien plus attorney's fees and costs will exhaust or 

exceed the settlement funds. 
 
 3. If the answer to 2 is Yes; and if the department: 
 
  a. Is informed the client will not pursue the claim; or 
 
  b. Cannot handle the case, once it is tendered to the Department by the client or 

the client's attorney to pursue on behalf of the client; or 
 
  c. Made reasonable effort to ascertain the client's intention regarding the claim, but 

could not obtain a response; 
 
  then the department shall follow procedures stated in 4. 
 
 4. The Department shall consider the cost effectiveness principle in determining what is the 

estimated net recovery amount of be pursued, based on the likelihood of collections. Net 
recovery amount is defined as that amount of recovered dollars to apply to Medicaid 
costs. In determining the estimated recovery amount, the following factors will be 
considered: 
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REQUIREMENT FOR THIRD PARTY LIABILITY - PAYMENT OF CLAIMS (cont.) 
 
 
 4. (continued) 
 
  a. Settlement as may be affected by insurance coverage or other factors relating to 

the liable party; 
 
  b. Factual and legal issues of liability as may exist between the client and liable 

party; 
 
  c. Problems of proof faced in obtaining the award or settlement; and 
 
  d. The estimated attorney's fee and costs required for the Department to pursue the 

claim. 
 
 5. After considering the above factors, the Department may pursue a lesser recovery 

amount to the extent that the department determines it to be cost-effective to do so. 
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Citation Condition or Requirement 

1906 of the Act State Method on cost effectiveness of Employer-Based Group 
Health Plans. 

 1. Review of policy to determine if coverage is comprehensive. 

 2. Determine cost of policy on a monthly basis. 

 
3. Review Expenditure and Utilization Analysis Report that shows 

cost per user and cost per eligible for those covered on 
Medicaid.  This report is broken down by age and sex. 

 

4. If policy costs are less than the average cost per user for the 
age and sex, arid the coverage under the policy is 
comprehensive, it is determined to be cost-effective and 
premium payments are made by the State Agency. 

 

5. If policy cost is over the average cost per user, the client's 
medical condition is reviewed to see if he/she has required or 
will be requiring extensive medical care.  If it is determined 
there will be extensive medical care required, and the plan is 
comprehensive in its coverage, the State Agency will cover the 
cost of insurance premiums. 

 



Revision: HCFA-PM-92-4 (HSQB) ATTACHMENT 4.30 
 AUGUST 1992  Page 1 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   Washington     
 

TN# 93-17 Approval Date: 6/2/93 Effective Date: 4/1/93 
Supersedes 
TN# ----- 

 

Citation Sanctions for Psychiatric Hospitals 

1902(y)(1), 1902(y)(2)(A), and 
Section 1902(y)(3) of the Act (P.L. 
101-508, Section 4755(a)(2)) 

(a) The State assures that the requirements of section 
1902(y)(1), section 1902(y)(2)(A), and section 1902(y)(3) of 
the Act are met concerning sanctions for psychiatric 
hospitals that do not meet the requirements of participation 
when the hospital's deficiencies immediately jeopardize the 
health and safety of its patients or do not immediately 
jeopardize the health and safety of its patients. 

1902(y)(1)(A) of the Act (b) The State terminates the hospital's participation under the 
State plan when the State determines that the hospital does 
not meet the requirements for a psychiatric hospital and 
further finds that the hospital's deficiencies immediately 
jeopardize the health and safety of its patients. 

1902(y)(1)(B) of the Act (c) When the State determines that the hospital does not meet 
the requirements for a psychiatric hospital and further finds 
that the hospital's deficiencies do not immediately 
jeopardize the health and safety of its patients, the State 
may: 

 1. terminate the hospital's participation under the State 
plan; or 

 2. provide that no payment will be made under the State 
plan with respect to any individual admitted to such 
hospital after the effective date of the finding; or 

 3. terminate the hospital's participation under the State 
plan and provide that no payment will be made under 
the State plan with respect to any individual admitted 
to such hospital after the effective date of the finding.  

1902(y)(2)(A) of the Act (d) When the psychiatric hospital described in (c) above has 
not complied with the requirements for a psychiatric hospital 
within 3 months after to date the hospital is found to be out 
of compliance with such requirements, the State shall 
provide that no payment will be made under the State plan 
with respect to any individual admitted to such hospital after 
the end of such 3-month period. 
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METHOD FOR ISSUANCE OF MEDICAID ELIGIBILITY CARDS  
TO HOMELESS INDIVIDUALS 

 
 
Issuance of Medicaid eligibility cards to homeless individuals is arranged with the client by reviewing the 
following options in the order presented below. The first option to be appropriate is used. 
 
1. Cards mailed to a protective payee, if one has already been designated. 
 
2. Cards mailed to a mutually agreeable friend or relative. 
 
3. Cards mailed to a social agency that has regular contact with the client. The social agency 

designated must agree with the plan. 
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REQUIREMENTS FOR ADVANCE DIRECTIVES UNDER STATE PLANS 

FOR MEDICAL ASSISTANCE 
 
The following is a written description of the law of the State (whether statutory or as recognized by the 
courts of the State) concerning advance directives. If applicable, States should include definitions of living 
will, durable power of attorney for health care, durable power of attorney, witness requirements, special 
State limitations on living will declarations, proxy designation, process information and State forms, and 
identify whether State law allows for a health care provider or agent of the provider to object to the 
implementation of advance directives on the basis of conscience. 
 
1. Introduction 
 
 a. The Patient Self-Determination Act, as part of OBRA 1990, requires that each state 

develop a written description of the law of the state concerning advance directives. The 
following is a summary of Washington law. 

 
 b. Applicable law in this area is primarily statutory. Washington recognizes two types of 

advance directives: (1) A Directive to Physicians (or "Living Will”) and (2) A Durable 
Power of Attorney for Health Care. The related subjects of informed consent and 
anatomical gifts will also be summarized. 

 
2. Directives to Physicians 
 
 a. Washington Natural Death Act ("Act") provides for the use of directives to physicians. The 

pertinent parts are codified at RCW 70.122.010 - 100. Under the Act, a patient may direct 
that his/her life not be artificially prolonged if he/she is suffering from an incurable injury, 
disease or illness that has been certified to be terminal, when such measures would only 
prolong the moment of death. 

 
 b. Two physicians must diagnose and certify in writing that the patient is afflicted with a 

terminal condition. One of the two physicians must be the attending physician and both 
must personally examine the patient. 

 



REVISION:   ATTACHMENT 4.34-A 
   Page 2 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 

TN# 91-28 Approval Date: 1/14/92 Effective Date: 12/1/91 
Supersedes 
TN# ----- 

REQUIREMENTS FOR ADVANCE DIRECTIVES UNDER STATE PLANS 
FOR MEDICAL ASSISTANCE (cont.) 
 
 
 c. Before a directive is effectuated, the written certification of the diagnosis shall be 

attached to the directive and made a permanent part of the patient's medical records. 
The directives must be in writing, and signed and witnessed by two persons who are not 
related to the signer by blood or marriage, and who, at the time of signing are not entitled 
to any portion of the signer's estate by will, codicil or operation of law, or have a claim 
against the estate. The witness may also not be treating physicians, the physicians' 
employees, or employees of the health care facility where the signer is a patient. 

 
 d. A directive may be revoked by destroying it with the intent of revoking it. A revocation is 

effective without regard to competency. A living will may also be revoked verbally or in 
writing, but the cancellation does not take effect until it is made known to the attending 
physician. If the person is comatose or is incapable of communicating with the attending 
physician, the directive shall remain in effect for the duration of the comatose condition or 
until the patient is able to communicate with the attending physician. 

 
 e. There shall be no criminal or civil liability on the part of any person for failure to act upon 

a revocation, unless that person has actual or constructive notice of the revocation. 
 
 f. No physician, health facility, or licensed health personnel (acting under the direction of a 

physician), acting in good faith and within the requirements of the Act shall be held civilly, 
criminally or professionally liable for withholding or withdrawing life-sustaining 
procedures. 

 
 g. No physician and no licensed health personnel acting in good faith under the direction of 

a physician may be held civilly or criminally liable for failing to effectuate a directive. 
However, if the physician refuses to effectuate the directive, the physician must make a 
good faith effort to transfer the patient to a physician who will effectuate the directive. 

 
 h. The Act does not authorize mercy killings or other affirmative acts or omissions to end 

life, other than to permit the natural process of dying. The Act also provides criminal 
penalties for violation. 
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REQUIREMENTS FOR ADVANCE DIRECTIVES UNDER STATE PLANS 
FOR MEDICAL ASSISTANCE (cont.) 
 
 
3. Durable Power of Attorney for Health Care 
 
 a. Washington law authorizes a durable power of attorney for health care pursuant to RCW 

11.94.010 - 060. The durable power of attorney for health care may specify when and 
under what circumstances the power of attorney becomes effective. 

 
 b. A durable power of attorney for health care must be in writing and when effective, an 

"attorney-in-fact" to be responsible for the principal's health care decisions. Unless the 
attorney-in-fact is a spouse, adult child, or brother or sister, the attorney-in-fact may not 
be the principal's physician or physician's employee, or the owners, administrators or 
employees of the health care facility where the principal resides or receives care. A 
durable power of attorney for health care may be specific or broad in scope with regard to 
the type of health care decisions to be made. The durable power of attorney for health 
care does not require witnesses but must be in writing and signed by the principal. The 
document may be revoked by the principal, a court appointed guardian or by court order. 

 
4. Informed Consent 
 
 a. RCW 7.70.060 - 065 contains Washington law regarding informed consent. Before 

medical treatment can occur, a physician must obtain informed consent. Information 
regarding the proposed treatment must be given in a language understandable to the 
patient. The information must include the nature of the proposed treatment, anticipated 
results of the treatment, recognized possible alternative forms of treatment and 
recognized serious possible risks, complications and anticipated benefits involved in the 
treatment and the recognized possible alternative forms of treatment including 
non-treatment. Except in certain circumstances (see below), the proposed treatment 
cannot be given without informed consent. 

 
 b. A patient may also elect not to be informed of the possible risks, benefits and alternatives 

to the treatment. 
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REQUIREMENTS FOR ADVANCE DIRECTIVES UNDER STATE PLANS 
FOR MEDICAL ASSISTANCE (cont.) 
 
 
4. Informed Consent (cont.) 
 
 c. In some compelling circumstances, involuntary treatment may be administered. In these 

instances, health professionals or a judge may determine whether treatment is 
warranted. 

 
 d. If a patient is incapacitated, informed consent may be obtained from a person authorized 

by law to make treatment decisions.  Such a person or "surrogate" may be, in descending 
order of priority: (1) an appointed guardian; (2) an individual to whom the patient has 
given a durable power of attorney for health care; (3) the patient's spouse; (4) children of 
the patient who are 18 or over; (5) parents of the patient; or (6) the patient's brothers or 
sisters who are over 18. 

 
 e. The physician seeking informed consent must make a reasonable effort to get 

authorization from someone in the first or second group. If such a person is not available, 
authorization may be given by someone in the next group in the order of descending 
priority. However, no person may provide consent if a person in a higher priority group 
has refused to give authorization or if there are two or more individuals in the same group 
and the decision is not unanimous among all available members of that group. 

 
 f. Before giving informed consent, a surrogate decision-maker must make a good faith 

effort to determine that the patient, if competent, would consent to the proposed 
treatment.  If that is not possible, the surrogate decision-maker may give informed 
consent to treatment if it is determined that such treatment is in the patient's best interest. 

 
5. Anatomical Gifts 
 
 a. Washington's Anatomical Gift Act, RCW 68.50.340 - 420 provides that persons over 18 of 

sound mind may give all or any part of their bodies for medical research or transplant 
purposes. 

 
 b. A spouse, adult child, either parent, an adult brother or sister or guardian (in descending 

priority, when persons in prior classes are not available at time of death) may also decide 
to give all or part of the decedent's body for medical research or transplant purposes. 
This may occur if there was no known opposition by the decedent, or no known 
opposition by a person in the same or prior class. 
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REQUIREMENTS FOR ADVANCE DIRECTIVES UNDER STATE PLANS 
FOR MEDICAL ASSISTANCE (cont.) 
 
 
5. Anatomical Gifts (cont.) 
 
 c. An anatomical gift may be made by will or separate document. The document may or 

may not be delivered to the donee, without affecting the gift's validity.  The document 
must be signed and witnessed by two persons. The document may be amended or 
revoked orally or in writing, or if made by will, in the same manner as an amendment or 
revocation of a will under Washington law. 

 
6. Form 
 
 RCW 70.122.030(12) provides in part: ...The directive shall be essentially in the following form, 

but in addition may include other specific directions. 
 

DIRECTIVE TO PHYSICIANS 
 
 Directive made this ______ day of _______________ (month, year). 
 
 I, _____________________________ being of sound mind, willfully, and voluntarily make known 

my desire that my life shall not be artificially prolonged under the circumstances set forth below, 
and do hereby declare that: 

 
 a. If at any time I should have an incurable injury, disease, or illness certified to be a 

terminal condition by two physicians, and where the application of life-sustaining 
procedures would serve only to artificially prolong the moment of my death and where my 
physician determines that my death is imminent whether or not life-sustaining procedures 
are utilized, I direct that such procedures be withheld or withdrawn, and that I be 
permitted to die naturally. 

 
 b. In the absence of my ability to give directions regarding the use of such life-sustaining 

procedures, it is my intention that this directive shall be honored by my family and 
physician(s) as the final expression of my legal right to refuse medical or surgical 
treatment and I accept the consequences from such refusal. 

 
 c. If I have been diagnosed as pregnant and that diagnosis is known to my physician, this 

directive shall have no force or effect during the course of my pregnancy. 
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REQUIREMENTS FOR ADVANCE DIRECTIVES UNDER STATE PLANS 
FOR MEDICAL ASSISTANCE (cont.) 
 
 
6. Form (cont.) 
 
 d. I understand the full import of this directive and I am emotionally and mentally competent 

to make this directive. 
 
 
 Signed ______________________________ 
 
 
 City, County, and State of Residence 
 
 The declarer has been personally known to me and I believe him/her to be of sound mind. 
 
 
 Witness ______________________________ 
 
 Witness ______________________________ 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
The State uses other factors described below to determine the seriousness of deficiencies in addition to 
those described at §488.404(b)(1): 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
Termination of Provider Agreement: Describe the criteria (as required at §1919 (h) (2) (A)) for applying 
the remedy. 
 
  X    Specified Remedy 
 
(Will use the criteria and notice requirements specified in the regulation.) 
 
 
Chapter 18.51 RCW 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
Temporary Management: Describe the criteria (as required at §1919 (h) (2)(A)) for applying the remedy. 
 
  X    Specified Remedy 
 
(Will use the criteria and notice requirements 
specified in the regulation.) 
 

        Alternative Remedy 
 
(Describe the criteria and demonstrate that 
the alternative remedy is as effective in 
deterring non-compliance. Notice 
requirements are as specified in the 
regulations.) 
 

 
 
Chapter 18.51 RCW 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
Denial of Payment for New Admissions: Describe the criteria (as required at §1919 (h) (2) (A)) for 
applying the remedy. 
 
  X    Specified Remedy 
 
(Will use the criteria and notice requirements 
specified in the regulation.) 
 

        Alternative Remedy 
 
(Describe the criteria and demonstrate that 
the alternative remedy is as effective in 
deterring non-compliance. Notice 
requirements are as specified in the 
regulations.) 
 

 
 
Chapter 18.51 RCW 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
Civil Money Penalty: Describe the criteria (as required at §1919 (h) (2)(A)) for applying the remedy. 
 
  X    Specified Remedy 
 
(Will use the criteria and notice requirements 
specified in the regulation.) 
 

        Alternative Remedy 
 
(Describe the criteria and demonstrate that 
the alternative remedy is as effective in 
deterring non-compliance. Notice 
requirements are as specified in the 
regulations.) 
 

 
 
Chapter 18.51 RCW 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
State Monitoring: Describe the criteria (as required at §1919 (h) (2)(A)) for applying the remedy. 
 
  X    Specified Remedy 
 
(Will use the criteria and notice requirements 
specified in the regulation.) 
 

        Alternative Remedy 
 
(Describe the criteria and demonstrate that 
the alternative remedy is as effective in 
deterring non-compliance. Notice 
requirements are as specified in the 
regulations.) 
 

 
 
Chapter 18.51 RCW 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
Transfer of residents; Transfer of residents with closure of facility:  Describe the criteria (as required 
at §1919(h)(2)(A)) for applying the remedy. 
 
  X    Specified Remedy 
 
(Will use the criteria and notice requirements 
specified in the regulation.) 
 

        Alternative Remedy 
 
(Describe the criteria and demonstrate that 
the alternative remedy is as effective in 
deterring non-compliance. Notice 
requirements are as specified in the 
regulations.) 
 

 
 
Chapter 18.51 RCW 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Enforcement of Compliance for Nursing Facilities 

 
 
Additional Remedies:  Describe the criteria (as required at §1919(h)(2)(A)) for applying the additional 
remedy. Include the enforcement category in which the remedy will be imposed (i.e., category 1, category 
2, or category 3 as described at 42 CFR 488.408). 
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DISCLOSURE OF ADDITIONAL REGISTRY INFORMATION 

 
 
State's description of information to be disclosed from the registry in addition to the information required 
by 42 CFR 483.156(c)(i)(iii) and (iv): 
 
 Method by which individual became state certified--(deeming, competency evaluation or interstate 

endorsement). 
 
 State licensing information--whether individual holds other credentials in Washington besides 

nurse aide. 
 
 Name and address of employer 
 
 Names of individuals who voluntarily meet state certification requirements and choose to be on 

registry. 
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COLLECTION OF ADDITIONAL REGISTRY INFORMATION 

 
 
State’s description of information included on the registry in addition to the information required by 42 
CFR 483.156(c): 
 
 Method by which individual became state certified--(deeming, competency evaluation or interstate 

endorsement). 
 
 State licensing information--whether individual holds other credentials in Washington besides 

nurse aide. 
 
 Name and address of employer 
 
 Names of individuals who voluntarily meet state certification requirements and choose to be on 

registry. 
 
 Additional comments 
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DEFINITION OF SPECIALIZED SERVICES 

 
“Specialized Services" for a person with mental retardation or related conditions means a continuous 
program for each person which includes: 
 

• Aggressive, consistent implementation of a program of specialized and generic training; 
 

• Treatment, health services, and related services directed toward the acquisition of the 
behaviors necessary for the person to function with as much self-determination and 
independence as possible; and 

 
• The prevention or deceleration of regression or loss of current optimal functional status. 

 
Specialized services does not include services to maintain a generally independent person able to 
function with little supervision or in the absence of a treatment program; 
 
Note: Residents requiring specialized services for a developmental disability may be provided these 
services in a nursing facility. Components of a specialized services plan may already be among the 
services that nursing facilities are required to arrange or provide. Two examples are in-house activity 
programs and social services. Other components of a specialized services plan may be services that the 
department must arrange. Examples include vocational services, educational services and some aspects 
of community integration. 
 
"Specialized services" for a person with serious mental illness means the implementation of an 
individualized plan of care, developed under and supervised by a physician and other qualified mental 
health professionals, prescribing specific therapies and activities for the treatment of a person 
experiencing an acute episode of severe mental illness necessitating twenty-four hour supervision by 
trained mental health personnel. Specialized services are generally considered psychiatric inpatient care, 
emergency respite care or stabilization and crisis services that are directed toward diagnosing and 
reducing the resident's behavioral symptoms that necessitated institutionalization, improving his or her 
level of independent functioning, and achieving a functioning level that permits reduction in the intensity of 
mental health services to below the level of specialized services at the earliest possible time. 
 
Note:  Residents requiring specialized services for a serious mental illness are referred to appropriate in-
patient psychiatric facilities for care during their acute episode. If a resident has been treated and his/her 
mental illness symptoms are no longer acute; and has been determined to require the services provided 
by a nursing facility, the person may be re-admitted to the first available bed in a nursing facility. 
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CATEGORICAL DETERMINATIONS 

 
I. The State may make an advanced group determination that nursing facility (NF) services are 

needed under the following categories: 
 
 A. CONVALESCENT CARE: 
 
  The applicant is admitted directly to a NF from a hospital for convalescent care for an 

acute physical illness under the following circumstances: 
 
  1. The individual's attending physician has certified before admission to the facility 

that the individual is likely to require less than 45 days of nursing facility services. 
 
  2. Convalescent care is required to treat a condition other than the one that resulted 

in the hospital admission. 
 
 B. TERMINAL ILLNESS: 
 
  The applicant's attending physician has certified prior to NF placement, an explicit 

terminal prognosis with a life expectancy of less than 6 months. 
 
 C. SEVERE PHYSICAL ILLNESS: 
 
  The applicant’s level of impairment is so severe that the individual is determined to reed 

NF services.  An individualized assessment for specialized services must be performed. 
 
 D. RESPITE CARE: 
 
  The applicant is admitted to a NP for a period not to exceed 30 days a year in order to 

provide respite to in-home caregivers. The applicant is expected to return home after this 
period. 

 
 E. EMERGENCY SITUATIONS: 
 
  Provisional admission pending further assessment in emergency situations requiring 

protective services, with placement in a NF not to exceed 7 days. 
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CATEGORICAL DETERMINATIONS (con’t) 
 
 F. Provisional admission pending further assessment in cases of delirium where an 

accurate diagnosis cannot be made until the delirium clears. The applicant must have a 
primary diagnosis of delirium as defined in the Diagnostic and Statistical Manual of 
Mental Disorders, 3rd edition (DSM-III-R). 

 
II. The State may make an advanced group determination that specialized services are not needed 

under the following categories: 
 
 A. INDIVIDUALS WITH DEMENTIA WHICH EXIST IN COMBINATION WITH MENTAL 

RETARDATION: 
 
  Individuals with dementia, which exist in combination with mental retardation or a related 

condition, do not need specialized services. The applicant has a primary diagnosis of 
dementia as defined in the Diagnostic and Statistical Manual of Mental Disorders, 3rd 
edition (DSM-III-R). 

 
 B. DELIRIUM: 
 
  Provisional admission pending further assessment in cases of delirium where an 

accurate evaluation cannot be made until the delirium clears. The applicant must have a 
primary diagnosis of delirium as defined in the DSM-III-R. 

 
 C. EMERGENCY SITUATIONS 
 
  Provisional determination pending further assessment in emergency situations requiring 

protective services, with placement in the NF not to exceed 7 days. 
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CATEGORICAL DETERMINATIONS (con’t) 
 
 
 D. RESPITE CARE: 
 
  An individualized assessment regarding the reed for specialized services is required only 

when there is reason to believe the individual may suffer a developmental or physical 
decline if these services are not provided during the respite stay. The individual's respite 
care schedule should remain as close to the home environment's schedule as possible. 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Survey and Certification Education Program 

 
 
The State has in effect the following survey and certification periodic educational program for the staff and 
residents (and their representatives) of nursing facilities in order to present current regulations, 
procedures, and policies. 
 
The state has regular meetings and forums with providers, consumers and staff in an effort to provide 
current information regarding procedural, regulatory and policy issues. Residents and other interested 
persons are offered meeting opportunities, trainings and printed publications concerning regulations and 
policies: 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Process for the investigation of allegations of resident neglect and abuse and misappropriation of resident 

property 
 
 
The State has in effect the following process for the receipt and timely review and investigation of 
allegations of neglect and abuse and misappropriation of resident property by a nurse aide or a resident 
in a nursing facility or by another individual used by the facility in providing services to such a resident. 
 
The state provides a toll-free hotline to receive complaints of abuse, neglect or misappropriation of 
resident property. The complaint system processes such complaints in a timely manner by assignment to 
survey and certification staff for investigation and by referral to the appropriate professional licensing 
board for investigation and action. 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Procedures for Scheduling and Conduct of Standard Surveys 

 
 
The State has in effect the following procedures for the scheduling and conduct of standard surveys to 
assure that it has taken alt reasonable steps to avoid giving notice. 
 
1. Survey schedules are decentralized and are directed by a local district manager. This results in 

the fewest possible persons being aware of when surveys are scheduled. 
 
2. The State Fire Marshall, who is responsible for the Life Safety Code survey, is not notified in 

advance of which facilities are scheduled for surveys. The State Fire Marshall is advised of the 
need for a Life Safety Code survey only after the health survey has begun. Therefore, the Life 
Safety Code survey cannot provide advance notice of an upcoming health survey. 

 
3. All new surveyors are given an orientation to the survey program. This orientation includes 

information on the prohibition of providing an advance notice of a survey. This prohibition is 
based not only on federal requirements, but also on state law. (Revised Code of Washington 
18.51.210(2) provides "Any public employee giving such advance notice in violation of this 
section shall be suspended from all duties without pay for a period of not less than five nor more 
than fifteen days.) 

 



REVISION:  HCFA-PM-92-3    (HSQB) ATTACHMENT 4.40-D 
 APRIL 1992 Page 1 
  OMB No.: 
 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
 

   State   WASHINGTON     
 
 

ELIGIBILITY CONDITIONS AND REQUIREMENTS 
 

Programs to Measure and Reduce Inconsistency 
 
 
The State has in effect the following programs to measure and reduce inconsistency in the application of 
survey results among surveyors. 
 
The State's plan to reduce inconsistency in the application of survey results is managed by two Quality 
Assurance Chiefs for 10 survey Districts and includes: 
 
1. A 100 percent supervisory review by the District Manager of all written deficiencies, using the 

March 1992 HCFA document "Principles of Documentation for the Statement of Deficiencies," 
before the full health survey, statement of deficiencies (HCFA 2567), is given to the nursing home 
provider. Each surveyor has received documentation training and has been instructed to use the 
March document as a guide when writing citations. 

 
2. A quarterly review and report of 10 percent of all full surveys conducted (HCFA 2567), by the 

training unit. The review evaluates the written citations for accuracy and consistency in each 
District, using the HCFA March 1992 document "Principles of Documentation for the Statement of 
Deficiencies. A report is completed highlighting any problems and suggesting plans if needed for 
training. Each District manager follows up by reviewing the report with the surveyors and 
implementing any training plans. 

 
3. Annually the trainers (2) observe one full health survey in each of the 10 districts. The provide a 

report with recommendations for areas that need correction. The District Manager implements 
recommendations as needed. The District Manager annually observes a full survey conducted by 
the surveyors within their respective units, and, if needed, implements changes. 

 
4. A desk audit is conducted of all Federal look-behind surveys to compare state versus federal 

deficiencies. A report is prepared, including when necessary, a corrective plan which may include 
need for further training. This is sent to Olympia for review by the Quality Assurance Chief for the 
District. If necessary, a statewide strategy for correction may be implemented. 

 

TN# 92-18 Approval Date: 8/11/92 Effective Date: 4/1/92 
Supersedes 
TN# ----- 
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ELIGIBILITY CONDITIONS AND REQUIREMENTS 

 
Process for Investigations of Complaints and Monitoring 

 
 
The State has in effect the following process for investigating complaints of violations of 
requirements by nursing facilities and monitors onsite on a regular, as needed basis, a nursing 
facility's compliance with the requirements of subsection (b), (c), and (d) for the following reasons: 
 
 (i) the facility has been found not to be in compliance with such requirements and is 

in the process of correcting deficiencies to achieve such compliance; 
 
 (ii) the facility was previously found not to be in compliance with such requirements 

and has corrected deficiencies to achieve such compliance, and verification of 
continued compliance is indicated; or 

 
 (iii) the State has reason to question the compliance of the facility with such 

requirements. 
 
The state monitors onsite, as needed, compliance with the requirements of subsection (v), (c) and 
(d) as follows: 
 
 (i) A facility not in compliance and in the process of correcting is monitored weekly, 

or, as needed, through an onsite visit by the Quality Assurance Nurse (QAN) 
assigned to the facility. The QAN reviews the full health survey which found the 
facility out of compliance, monitors key areas not in compliance for degree of 
correction occurring and provides the District Manager with a monitoring report. 

 
 (ii) and (iii) A quality assurance monitoring visit is conducted by the QAN at least 

quarterly and more frequently for all T. 18/19 facilities. A report is developed at 
the end of the visit. It is given to the facility and technical assistance provided. If 
problems are found, an out of sequence survey could result. 

 
  The complaint intake and investigation process ensures timely assignment and 

investigation of allegations of abuse, neglect and misappropriation of resident 
properties. Complaint investigations may result in sanctions, civil fines or full 
survey investigations. 

 
 
 
 
 
 
 
 
 

 
 

 

TN# 92-18   Approval Date 8/11/92   Effective Date 4/1/92 
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